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The Future Role of the 


Accountant in Practice* 
By Henry Benson 


Introduction 


I was brought up to believe that it was dangerous for a professional 
accountant to prophesy, particularly if he did so in a document 
which could become public property. I hope, therefore, that the 
Investigation Committee of the Institute will read this paper 
with an indulgent eye. Another disadvantage of prophecy is that 
one may have the humbling experience some years hence of look- 
ing back and realizing how grossly one misjudged the future. For 
both these reasons I would like to stress that the following thoughts 
are my personal views only, and in no sense do they represent the 
official views of the Institute or those of my partners and my 
Firm. Verily, I am also aware that no prophet is accepted in his 
own country. I should perhaps add however that I have been at 
pains to seek the views of a number of practicing accountants 
both in this country and abroad and I find that there is support 
for many of the views expressed in this paper. 


The Origin of the Profession 


Before gazing into the future to see what the role of the prac- 
ticing accountant might be, I have thought it wise to spend a 
little time looking back over the past. The practice of an ac- 
countant as it exists today is comparatively recent. It is probable 
that accountants first began to practice on any scale in the City 
of London from about the year 1830 or 1840 and from that time 
forward until about 1880 the great bulk of their business was con- 


* This paper was presented at the Autumn Meeting of the Institute of 
Chartered Accountants in England and Wales which was held at the Royal 
Festival Hall, London, on October 2, 1958. Minor changes of wording, which 
have been approved by the author, have been made in order to make the 
document suitable for publication in ‘this JouRNAL. 
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cerned only with bankruptcy, liquidations and receiverships. In- 
deed, Ernest Cooper, who was President of the Institute from 
1899 to 1901, in writing of his recollections of the position when 
he first went to the City in 1864, wrote as follows: 

We could hardly, South of the Tweed, claim to be a profession. There was 
absolutely no organisation or co-operation, no Institute or Society, no examina- 
tions, very few articled clerks, no newspaper, no library, no benevolent fund, and 
not even a dining club or golf club. Our social position was not enviable. We 
may disregard the then current gibes, that if an accountant were required he 
would be found at the bar of the nearest tavern to the Bankruptcy Court in 
Basinghall Street, and that an accountant was a man who had failed in every- 
thing else—for there was a goodly number of honourable men of standing 
and repute who followed our calling. But an accountant was regarded as 
associated with and dependent upon insolvency, and I well remember that to 
be seen talking to or having your office entered by an accountant, was to be 
avoided particularly in the stressful times of 1866. 

The Bankruptcy Act of 1869 kept the accountants of those 
days busy but fourteen years later, in 1883, there followed the 
Bankruptcy Act which established, for the first time, the office of 
Official Receiver and this led to a great reduction in insolvency 
business for the professional accountant. In the meanwhile, how- 
ever, the joint stock or limited company principle of business 
administration had been gaining ground. This provided an in- 
creasing volume of work for accountants and more than anything 
else helped to establish the position and strength of the profession. 
The joint stock movement was given impetus by the Companies 
Act of 1862 and then in 1879 and 1900 two further Acts were 
passed, the former requiring banks, and the latter every company 
to employ auditors. 

During the last sixty years the profession has grown and flour- 
ished on the practice of auditing; until recently, by far the greater 
part of any accountant’s business was concerned only with audit- 
ing and, in the smaller firms, in writing up books and preparing 
annual accounts for clients. In the last forty years there has been 
an increase in taxation work on behalf of private clients and lim- 
ited companies, while more recently still the accountant has begun 
to be identified in the mind of the public with work in a number 
of other fields such as investigations of every description, organiza- 
tion, costing, management accounting, trustee work, secretarial 
and registration work. 
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The Developing of Auditing 


The present strength of the profession has therefore been 
founded upon the practice of auditing which has been undergoing 
continuous development since the beginning of the century and 
has been greatly helped by the Companies Acts of 1908, 1929 and 
1948. Although there are many other services which an account- 
ant can perform, I believe that auditing, and the accountancy 
work which goes with it in the smaller practices, will still provide 
for very many years to come the largest part of an accountant’s 
practice. There are no figures available to prove it but I estimate 
that at present this type of work provides between 70 per cent 
and 80 per cent of the gross fees of an average business conducted 
by a practicing accountant. 

There are some figures which may be of interest in this con- 
nection. The total number of companies on the registers in Great 
Britain at the beginning of the years shown was as follows: 


Approximate 





Number Paid-up 
of Capital 
Companies £ Million 
a ae ae oer. 101,000 4,700 
1937 . : ; 148,588 5,800 
1947 . a ie ; = 217,807 6,000 
1957 : ; ; 306,610 7,000 


The figures of paid-up capital shown above do not by any means 
reflect the real growth of the funds invested in these companies 
because they do not include the enormous sums representing share 
premiums, capital and revenue reserves. In the past thirty years 
the number of companies, all of which require auditors, has in- 
creased threefold. Approximately seventeen thousand new com- 
panies are registered every year and if deductions are made for 
companies which are dissolved or struck off, the net increase is 
about ten or eleven thousand per annum; in fact for the year 1957 
the figures were somewhat in excess of those just given. Apart 
from limited companies, there is also of course a substantial vol- 
ume of business in the shape of auditing and accountancy work 
for the nationalized industries, local authorities, clubs, societies, 
charities, sole traders and partnerships. Only about five thousand 
companies are quoted on the Stock Exchange, London, so that 
the overwhelming majority of the three hundred odd thousand 
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companies on the registers are private companies, or public com- 
panies only in the technical sense, as their shares are not quoted. 

I see no reason why this growth in the number of limited com- 
panies should not continue. Looking forward over a period of 
twenty or thirty years, it seems to me inevitable that the great 
bulk of the work of a practicing accountant will still be in the 
role of auditor. That will continue to be the backbone of his busi- 
ness, and it will still provide the bulk of the practical experience 
which an articled clerk receives during his period of training. This 
is both a strength and weakness to the profession. Auditing pro- 
vides a solid, steady and reliable business which gives security 
and stability to the practice of an accountant. Moreover, the 
basic training of an auditor establishes principles which can be 
applied with success in most forms of industrial and commercial 
enterprise. Nevertheless, there are weaknesses in this situation 
because an over-emphasis in auditing, which largely comprises 
checking the work of other people and is concerned with the past 
rather than the future, tends to narrow our point of view and dulls 
our sensibilities and does not always stimulate us to be imagina- 
tive and constructive. 


The Basic Purpose of the Audit of the Future 


Although auditing will provide us with the bulk of our work I 
would like now to take the first plunge into prophecy about the 
future and say that the profession’s approach to auditing must 
undergo some radical changes in the next few years. Auditing at 
the present time is still too often based on the principle of exam- 
ining the books and records as they are and checking or testing 
them to verify their accuracy. This is sought to be accomplished 
by varying degrees of routine work in the shape of vouching, the 
verification of additions and postings, and a concentration on 
arithmetical accuracy and the detection of minor frauds by the 
company’s officials. It is still the belief of a large number of 
clients by whom we are employed that our main task is to verify 
that cash has not been stolen, that the books balance and are 
arithmetically correct and that the technical requirements of the 
Companies Act have been met. This attitude of mind both by 
the auditor and by the client is particularly manifest in some parts 
of the British Commonwealth. If we continue to approach an 
audit in this light, I do not think we shall continue to hold the 
respect of the business community. It is work of a routine char- 
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acter which is costly to the clients and achieves very little; clients 
will not be willing to continue to pay audit fees for this class of 
work or this type of approach. 

The present and future approach of an auditor should, I 
think, be a different one. His task should be, firstly, to find out 
whether the accounts show a true and fair view and whether 
there has been disclosure of all the information which is necessary 
to enable shareholders (and in the case of quoted companies the 
investing public) to understand the company’s position. Secondly, 
to prevent fraud or misrepresentation, though in this respect the 
character of the word “fraud” has changed in that the emphasis 
is not on the detection of defalcations by the company’s officials 
but on fraud by misrepresentation in the annual accounts. Thirdly, 
to devote a large part of his work on the audit to the adequacy 
or otherwise of the company’s system of internal check. 

This approach to the audit is perhaps more manifest in the 
United States than it is here at the present time, and it is inter- 
esting to quote from the Codification of Statements on Auditing 
Procedure issued by the American Institute of Certified Public 
Accountants in 1951. The words in italics appear in that form in 
the original document. 

The ordinary examination incident to the issuance of an opinion respect- 
ing financial statements is not designed and cannot be relied upon to disclose 
defaleations and other similar irregularities although their discovery fre- 
quently results. In a well-organized concern reliance for the detection of such 
irregularities is placed principally upon the maintenance of an adequate 
system of accounting records with appropriate internal control. If an auditor 
were to attempt to discover defalcations and similar irregularities he would 
have to extend his work to a point where its cost would be prohibitive. It 
is generally recognized that good internal control and surety bonds provide 
protection much more cheaply. On the basis of his examination by tests and 
checks, made in the light of his review and tests of the system of internal 
control, the auditor relies upon the integrity of the client’s organization unless 
circumstances are such as to arouse his suspicion, in which case he must ex- 
tend his procedure to determine whether or not such suspicions are justified. 
At least one leading firm of accountants in America writes to its 
clients on acceptance of an audit making it clear that the audit 
is not designed, and cannot be relied upon to disclose defaleations 
and other similar irregularities. In this country too, some of the 
larger and more enlightened industrial companies have realized 
that it is a physical impossibility for the auditor to spend time 
in detecting minor defalcations and they would not seek to hold 
him liable for negligence if he failed to discover them. 
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I think it is the duty of the profession in the future to establish 
the principle that it is the task of management to install an ade- 
quate system of accounting and internal check to insure that the 
company’s assets are properly safeguarded. This can be done by 
a properly designed accounting system, the use of mechanical 
aids, good administration, fidelity insurance, the careful allocation 
of duties among the staff and the prompt preparation of figures 
and statistics which highlight the important features of the busi- 
ness and show whether anything is going wrong. In the larger 
companies an internal audit department is often established which 
helps to carry out these functions. If the profession is successful 
in getting this principle firmly established it means that the ex- 
ternal auditor will be free to devote the greater part of his time 
on the audit in finding out what the system of internal control is 
and making tests to see that it is functioning properly. He will 
be able to concentrate on discovering the weak spots and helping 
to correct them. These are skilled jobs which can only be carried 
out by experienced staff. It will be the auditor’s task to report 
to the management if the system of internal control laid down is 
unsuitable or ineffective. In this way the auditor can show con- 
siderable initiative and play a much more constructive part than 
he does at present; he can be of real help to management. 


Stock in Trade and Work in Progress 


The next big change in audit practice must be in relation to 
stock in trade and, taken as a whole, I doubt whether our audit 
standards in this respect are high enough. For a long number of 
years too many of us have sheltered behind some of the passages 
in the judgment on the Kingston Cotton Mill case which was 
delivered in 1896, and quite insufficient attention has been given 
by auditors to the verification of the existence and the value of 
stock in trade and work in progress. Some auditors, even to this 
day, take no responsibility for stock and rely solely upon a cer- 
tificate by the managing director. In my view this is indefensible 
and an auditor cannot properly sign the audit report required 
under the Ninth Schedule to the Companies Act if he has not 
taken proper steps to verify this asset. 

The auditor’s failure to ensure that stock and work in progress 
is properly taken and valued for the purpose of the annual ac- 
counts has in many instances caused this asset to be wrongly 
stated. Not infrequently this leads to inquiries by the Revenue 
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authorities and to costly and troublesome back duty investiga- 
tions. Very often, moreover, when a private business is ready for 
flotation as a public company, the examination of the profits for 
past years shows that stock has not been properly valued with 
the result either that the issue has to be postponed or the investi- 
gating accountant’s report has to include a damaging qualification. 
At present the auditor may or may not have a legal responsibility 
when situations such as these arise, but whatever the legal posi- 
tion, he is certainly open to criticism in that he has failed to 
advise and guide his client wisely in matters which are essentially 
within his province as an auditor. The time will inevitably come 
in the next few years when the auditor’s duties in relation to 
stocks are again tested in the Courts. When this happens it will 
be impossible for any member of the profession to come to the 
aid of a colleague whose defense is based primarily on the accept- 
ance of a certificate given by the managing director as to the 
existence and value of stock in trade and work in progress. 

In those cases in which auditors do verify stock and work in 
progress, I suggest that the tests normally applied in this country 
should go further than they do at present. I think that the audi- 
tors should watch the annual or periodical stock-taking made by 
the company’s officials. This is one of the best means by which 
the auditor can satisfy himself as to the physical existence of the 
stock and it is an admirable means of testing the system of in- 
ternal check under which the stock is taken; of ensuring that all 
stock is included; and of verifying that slow-moving obsolete and 
redundant stock is properly excluded or written down to market- 
able values. If, when it is done, this observation of stock-taking 
is done thoroughly, I do not think that it need be carried out 
every year and it would be adequate in normal cases to do it once 
every four or five years. 


The Auditor's Functions in the Future 


In 1953, the Institute of Chartered Accountants submitted a 
memorandum indicating the manner in which auditors could assist 
Parliament to exercise some supervision and control over the 
activities of the nationalized industries. This memorandum was 
published in the Report and Accounts of the Institute of 1953 at 
page 57. It has, so far, passed comparatively unnoticed, but if it 
is studied by the members of our profession, it will be seen that 
the conventional conception of an auditor’s duties has changed. 
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The document should of course be read as a whole, but I set out 
below paragraph 8. Certain limitations in the terms of reference 
proposed in paragraph 8 were contained in paragraph 10 of the 
document, but for my present purpose I have not thought it 
necessary also to reproduce the latter paragraph. 

The terms of reference might be as follows: 


It shall be the duty of the auditor to submit, as soon as practicable after 
he has completed his normal audit report, a supplementary report upon any 
matter of a material or substantial character which may have arisen under 
the following headings even if already mentioned in the audit report: 

(a) If, in matters of finance, the undertaking has not complied with 
the directives issued to it by the Minister, or other higher authority, to 
whom it is responsible, or with the provisions of the Act which controls 
or governs its existence. This section of the report should include appro- 
priate comments as to the manner in which the undertaking has dis- 
charged its statutory duty to ensure that, taking one year with another, 
its revenues shall be not less than its revenue outgoings, and as to the 
amount and source of the funds available to meet the prescribed rates of 
interest on advances, if any, from the Consolidated Fund and to repay 
those advances within the prescribed period. 

(b) If Government grants or subsidies have been given on the basis 
of estimates furnished by the undertaking and the subsequent results 
have differed materially from the estimates. 

(c) If the accounts have not been drawn up so as to show clearly and 
fairly the results of the operations of the undertaking and, where appro- 
priate, the effect of subsidies thereon. 

(d) If, in the ordinary course of the audit, the auditor has formed the 
opinion that there is a prima facie case for further investigation into any 
of the following: 

(i) Lack of proper administrative and financial control of rev- 
enue, expenditure (including purchasing procedures), assets and 
liabilities. 

(ii) Substantial capital expenditure incurred which was intended 
to be productive but which had not proved productive or upon which 
an adequate return has not been received. 

(iii) Expenditure incurred which is of an extravagant or wasteful 
nature judged by normal commercial practice and prudence. 

(iv) Any other matters concerned with the financial administra- 
tion of the undertaking which may be worthy of special comment. 

In making his supplementary report the auditor will not normally, in the 
first instance, be expected to make exhaustive investigation of the foregoing 
matters. Any detailed inquiry and report required from the auditor would 
be a matter for subsequent specific instructions. 


I do not think that the specific terms of reference given in 
that memorandum have, so far, been applied in their entirety to 
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any nationalized industry but I know of one government depart- 
ment which has already gone some distance along that road as 
regards the undertakings under its care. The memorandum ap- 
plied specifically to the nationalized industries, but it indicates a 
trend, which I am seeking to emphasize in this paper, of which 
we should all take cognizance. As time goes on I think that the 
public will feel the need for auditors who are prepared to express 
a view on the matters listed in the memorandum rather than on 
the routine and humdrum aspects of auditing to which we have 
devoted so much of our attention in the past. 

If the changes in an auditor’s work to which I have referred 
come tu pass, it will mean a considerable change in an auditor’s 
outlook and his approach to his work. It will no longer be pos- 
sible to send staff ’round to clients’ offices to take the books as 
they find them and apply such tests as appear to establish that 
the entries are correct. The audit staff will first have to find out 
all about the business of the company and whether the system of 
control and internal check, as laid down by the management, is 
adequate from the time that raw materials are first ordered until 
the finished product leaves the factory gate. When the partner 
attends the final discussion with the board of directors or the 
managing director before signing the accounts, he will be expected 
to point out weaknesses in the system of internal control, and to 
deal with matters such as the adequacy of the return on capital, 
the rate of stock turnover, the suitability of the costing system, 
improvements necessary in the system of stock-taking and stock 
control, wasteful expenditure, obvious weaknesses in administra- 
tion and numerous similar subjects upon which he should be able 
to give helpful advice. This requires a much higher degree of 
skill on the part of the auditor and a wider knowledge of com- 
mercial, industrial and manufacturing processes. It must also 
cause us to wonder whether our present system of training articled 
clerks and newly-qualified members of the profession will have to 
undergo some alterations. 


The Appointment of Auditors 
Another change which I think may take place as regards the 
practice of auditing is the method by which the auditors are ap- 
pointed. This is laid down in specific terms in the 1948 Com- 
panies Act, but it is thought by some that the Act gives perhaps 
too much protection to the auditor. It is important that it should 


11 








LYBRAND JOURNAL 


be made difficult for unscrupulous directors to get rid of auditors 
who have done their duty, but on the other hand too great a 
security of tenure leads to complacency. I mention the point 
because it is a trend of thought of which we should take notice. 


The Effect of Electronics on Auditing 


Many of us are wondering what the effect of electronics will 
be on the methods of conducting an audit but it will be some years 
before this development can be seen in its right perspective. The 
installation of the machinery is expensive and much research 
and planning work has yet to be undertaken before electronics 
can be used for bookkeeping and accounting purposes except by 
large undertakings. If my conception of auditing of the future is 
the right one under existing conditions, it seems to me that it will 
be of even greater importance when books and accounts are re- 
corded electronically, for the reason that there will be far fewer 
individual entries in the books physically to be seen or verified, 
and it will be all the more necessary for the auditors to concen- 
trate on the system of internal control. 


Other Types of Work 


I have dealt with some of the changes which seem to me prob- 
able in our main business of auditing and I would now like to 
consider what other types of work are open to us and what changes 
may be expected in each of them. 


Taxation 


Although our profession has been built on auditing, taxation 
work has become of increasing importance in the last forty years. 
I suspect, from such discussion and enquiry as has been possible, 
that in terms of gross fees taxation work represents about ten to 
twenty per cent of the practice of an average accountant though 
I have no reliable statistics to support this belief. 

I would like to digress for a moment at this point to say that 
comparatively few firms of accountants appear to analyze their 
gross fees as between the various classes of work or to ascertain 
the profit or loss on each job as it is completed or to find the 
proportion of the total profits which is derived from each class of 
work. I do not think that a professional accountant can run his 
business to the best advantage without this information; this 
comment lends point to some later observations I wish to make 
on the profession’s attitude to costing generally. 
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The complications of taxation are unlikely to diminish. In- 
deed, as far as limited companies are concerned, it is no longer 
possible to consider any proposal on any subject without first con- 
sidering the taxation position, and in a great many cases, taxation 
considerations finally determine not only the form in which the 
transaction should be carried out but the nature of the transaction 
itself. The task of keeping up to date with legislation and case 
law decisions is a job for a specialist. It is scarcely possible for a 
professional accountant to give expert advice on taxation matters 
unless he spends the whole, or the greater part of his time on 
taxation work, keeping up to date not only with the theory but 
also with the many variations which are possible in practice. 
This means inevitably that in any practice, other than the small- 
est, it will be essential to have one or more taxation specialists 
who concentrate on this type of work. As the practice grows, 
these specialists will in time have to be split as between those 
who deal with the taxation of private individuals and those who 
deal with specialized problems of industrial and commercial com- 
panies. Many accountants organize their businesses on the prin- 
ciple that staff and partners should deal with all the various 
classes of work which the firm undertakes. I do not think that 
this system can survive. Taxation exemplifies more than any- 
thing else my belief that it is a task for a specialist and that 
unless an accountant in future organizes his business into special- 
ist departments he will fail to give the best service to clients; this 
is one of the main themes of this paper. 


Organization 


There is another big field open to the professional accountant, 
almost unexplored, which I shall refer to by the all-embracing 
term of “Organization.” I think that our forebears must have 
believed that sooner or later this would be one of the services 
which the professional accountant would perform because the 
word is shown prominently in one of the stained glass windows 
which adorn the stairs of our building in Moorgate Place. 

Organization can cover many fields of activity but I use it 
specifically in relation to three things. Firstly, the physical meth- 
ods by which financial transactions are recorded. Secondly, cost- 
ing in its widest sense. Thirdly, the preparation and presentation 
of financial information to assist management and the adminis- 
trative organization required to do this. Some or all of these 
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functions are often referred to in this country as management 
accounting; the term used in Canada and the United States, and 
one which is perhaps more likely to appeal to our clients, is ““Man- 
agement Services.” I should like to emphasize that organization, 
in the sense in which I use it, is needed most in the smaller busi- 
nesses for the reason that the big companies usually have the 
resources and facilities to administer themselves efficiently. Or- 
ganization therefore opens a field for the member in practice who 
deals on the whole with the smaller rather than the larger company. 

Dealing with the first of these phases of organization, there has 
been continuous and rapid growth in the manual and mechanical 
methods of recording financial transactions. It began in the dark 
ages with notches on stocks and it has progressed through the 
time when every item was laboriously written by hand. We have 
gone on, within the recollection of most of us here in this hall 
today, to typewriters, bookkeeping machines, filing systems, 
punched-card machinery and now to electronic accounting. It 
seems to me that the professional accountant should keep abreast 
of these developments and the office organization necessary to 
install them. Not only should he know the capacity and scope of 
these mechanical devices but also when it is or is not suitable and 
economic to install them. He should also be able to advise on the 
actual method of installation. A great deal of help is of course 
available from the manufacturers of the machines but there is a 
long process of preparation and planning followed by supervision 
of the operations in the early stages, and the professional account- 
ant should equip himself to provide this service. Like all facets of 
an accountant’s work it needs special study and specialized staff. 

The second phase of organization work is costing. During the 
Second World War an enquiry was made by one of the Government 
departments into the type and efficiency of the costing methods 
employed in a very large cross-section of industry in this country. 
The results were a grave reflection on the accounts departments 
of British industry and the profession must share responsibility 
for that state of affairs. Many companies had no costing system 
worthy of the name; a majority did not reconcile their costing 
system with the financial accounts; large numbers had no proper 
control of the receipt and issue of stores; overhead rates, if used 
at all, remained unaltered for years. There has doubtless been an 
improvement since, but I suspect that even now the position is 
far from satisfactory. Indeed if each of us reviews his own clients 
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he will be forced to admit that many of them have indifferent 
costing systems which are capable of great improvement. If the 
professional accountant is to be able to fulfill the role which his 
clients will expect of him in the future I think that this is another 
type of work in which he should be expert. He should know from 
his experience as auditor of the business whether the costing system 
is adequate or not; he should be able to decide which form of 
mechanical system will give the necessary results; he should be 
able to make up his mind as to the form of costing information 
which will be most helpful to his client in running his business; 
finally he should, if asked to do so, be able to attend at his client’s 
offices and supervise the installation of an adequate costing system. 

The third phase of organization flows naturally from the first 
two. That is to say the preparation and presentation of budgets 
and financial information promptly and at regular intervals in 
order to assist management. A surprising number of businesses 
fail to equip themselves with the necessary tools of management. 
Voluminous statements and statistics are often prepared which 
either are not looked at or upon which no decisions are taken. On 
the other hand, management at all levels often does not furnish 
itself with, or interpret correctly, essential costing and other finan- 
cial information without which it is impossible to run the business 
efficiently. The professional accountant’s capacity to select the 
important from the unimportant and to interpret figures, coupled 
with his experience of the methods adopted in a number of other 
businesses, should make his advice especially valuable in this field. 
This is a much wider subject than the mere presentation of figures; 
it is usually necessary to begin by examining and changing the 
administrative organization, settling the channels of authority and 
pin-pointing the individual upon whom specified responsibilities 
must rest. 

It may well be that, in advising clients under either or both of 
the two latter phases of organization work, the professional 
accountant will need technical help from engineers who are skilled 
in plant layout, work ¢tudy, job progressing and similar matters. 
Insofar as the company itself cannot provide the necessary assist- 
ance, the professional accountant may wish to obtain the collabo- 
ration of one of the firms of consultants who provide this service. 
It would be unusual, though not unknown, for a professional 
accountant to employ engineers for this purpose. 

I have stressed these three phases of organization because the 
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professional accountant is in danger of falling behind in each one 
of them. For example, the number of professional accountants 
who can devise a modern and efficient costing system is compara- 
tively small; the number who is capable of attending at a client’s 
office and supervising the installation is smaller still. Indeed, many 
of us, as I have pointed out, do not have an up-to-date costing 
system in our own businesses. The skills required to give com- 
petent professional advice on organization work take a long time 
to acquire. Much technical reading and practical experience is 
involved. I believe that in any practice of any size there is scope 
for one or more specialists who can study the various phases of 
organization work and advise clients on the needs of each particular 
business and the methods of installation. When the professional 
accountant is the auditor of a business I do not think that he 
should necessarily wait to be asked by his client for advice on 
these matters. As auditor he has a better opportunity than most 
people of knowing the weaknesses; if he feels that a client’s busi- 
ness would be helped by a change of system or the installation of 
more up-to-date methods it is prudent and sensible to tell the 
client so. It will be seldom that the advice will not be welcomed. 

Organization is a comparatively new subject which has only 
developed in recent years. It is not putting it too extravagantly 
to say that it offers the greatest opportunity and challenge to the 
professional accountant which has been open to him for the past 
fifty years. I think the professional accountant has failed to see 
or take the opportunities which are within his grasp in this field. 
If they are not seized now, it is certain that others will see them 
and wrest them from us. There are significant signs that this is 
already taking place. 


Investigation Work and Special Studies 


The public is only beginning to realize the value of an inde- 
pendent investigation and report by a professional accountant or 
the advantage of asking him to make a special study of a particular 
subject. The form such enquiries can take knows no bounds. The 
more usual forms cover such subjects as the examination of a new 
enterprise involving capital expenditures; an enquiry into the 
reasons why a business is not earning profits; a review of a com- 
pany’s internal administration and organization; a reorganization 
of capital; the cost of production of different products with a view 
to concentrating on the most profitable lines; share valuations; the 


16 








Future Role of the Accountant 


installation of a pension plan; the value of a business which is to 
be acquired or is to be the subject of amalgamation; or any one 
of a large variety of different subjects. 

A professional accountant’s capacity to find out the facts and 
present them fairly, to explode false arguments as the result of 
vareful analysis, to suggest sound principles of administration, 
budgeting and finance, and generally to introduce a sense of realism 
into plans and forecasts, make his work in the investigation field 
invaluable. It is one of the most rewarding sides of an accountant’s 
business and it is one of the roles of the accountant of the future 
which has the greatest scope. But it is not work which can be 
undertaken lightly. The expertise required to make the enquiry 
ane sent the result in a clear and balanced form takes a long 
tin 09 acquire. Only experienced staff can be used and they 
cannot normally undertake other jobs at the same time because 
investigation work is too demanding in time and concentration. 
But there is another aspect which affects the accountant’s approach 
to this type of work. Clients are not impressed by a report, how- 
ever detailed or painstaking, unless it is concluded by a firm 
opinion. 

I do not suggest that the accountant’s traditional attitude of 
‘raution should change or that he should cease to be impartial. 
The point I am seeking to make is that if we are to be of real use 
to our clients, we must be prepared to give a common sense 
business judgment on the facts we have discovered. We must be 
prepared to say whether we think a new venture will succeed or 
not; whether the personnel are competent or incompetent; whether 
the administration of a business is sound or unsound; whether the 
estimates of capital expenditure are adequate or not. We are well 
suited to give these opinions as we usually have a better oppor- 
tunity than most people of examining all the facts first; we are 
independent; and we have the advantage of drawing on a wide 
experience. The number of firms of accountants which at present 
does work of this nature is comparatively small but there is no 
reason why it should not be greatly extended. The business com- 
munity is constantly seeking, and is having difficulty in finding, 
the advice and services of members of our profession who are 
prepared to undertake these responsibilities. It is a specialized 
work and a role we should be prepared to fill in the future. 
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Share Valuation Work 


When dealing with investigation work, I pointed out that the 
professional accountant often has to undertake the valuation of 
shares of public and private companies when amalgamations or 
reorganizations take place, for the purpose of take-over bids and 
other acquisitions, and last but not least for estate duty purposes. 
The reason for singling it out for separate mention is that this 
type of work may grow considerably if a capital gains tax is imposed 
by the present or any future Government. I mentioned earlier 
that the total number of companies in the United Kingdom is 
over three hundred thousand of which only about five thousand 
are quoted on the Stock Exchange, London. If a capital gains tax 
is to be imposed, it may well be that all sales or transfers of shares 
in unquoted companies will involve valuations of shares at par- 
ticular dates, so that the capital gain or loss can be measured. If 
such is the case, professional accountants may be employed in a 
large number of cases and it will be worthwhile, in many firms, to 
arrange for a partner and staff to specialize in this type of work. 
It is perhaps worth recording that a great many owners of shares 
in private companies do not know what their shares are worth; 
sometimes they greatly exaggerate the value of their holdings and 
at others they underestimate them. We can be of great help to 
our clients in advising them on this subject. 


Estate Planning 


There is scope in the field of estate planning for our clients and 
generally in executorship and trustee work. Where the professional 
accountant attends to the taxation affairs of a private individual 
he can and should, in conjunction with solicitors and counsel, 
advise him on the estate duty position and the advisability of 
making provision for himself and for children and dependents. In 
this way the professional accountant becomes familiar with the 
personal affairs of many of his clients who naturally often wish to 
appoint him as executor or trustee. The professional accountant 
is well fitted for appointment in this capacity as he can attend to 
the records and the preparation of annual accounts and other 
statements. I should say in this context, that very often the 
accounts and records maintained by private individuals who are 
appointed as executors and trustee, but are not professionally 
trained, are sadly deficient. Estate planning and trusteeships are 
types of work which can be developed but, like the related subject 
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of taxation, they require specialized knowledge and continuous 
study of current legislation. 


Bankruptcy and Liquidation 

The amount of bankruptcy business available to the profes- 
sion is comparatively small. With the steadily increasing use of 
limited companies, I do not think it will ever become a significant 
part of the work of a practicing accountant except for the few 
firms who specialize in it. The traditional business on which our 
profession was founded has therefore fallen to insignificant pro- 
portions. 

On the other hand, the work of acting as liquidator of limited 
companies is likely to increase; I have already given some figures 
indicating the growth of the number of limited companies. At 
the present time six or seven thousand companies are struck off 
the register each year for one reason or another, most of which 
are formally put into liquidation. Like all other forms of profes- 
sional work, there is an expertise in liquidations which can only 
be acquired by experience but the difference between a good 
liquidator and a bad one can make a considerable difference in 
the ultimate dividends paid to the creditors. In the larger firms, 
where one or two liquidations are always open, it is not unusual 
for the class of work to be dealt with by partners and staff who 
specialize in it. 

Receivershi ps 

We have not lived through a serious industrial depression in 
this country since 1930 and the depression before that was in 
1921. Governments hope to avoid a repetition of those crises in 
which they may or may not prove to be successful. My personal 
conviction is that there will nevertheless be periods of depression, 
though perhaps not as severe as the two I have mentioned. When 
they come there will be a demand by bankers and the investment 
houses for receivers who can take control of concerns which have 
got into difficulties and perhaps bring them back to a prosperous 
future again. A good receiver needs much more than technical 
ability. He must have a commercial sense, the power to negotiate 
and the business judgment as to when a venture should be stopped 
or proceeded with. It is a service which we ought to be able to 
provide and we should be well advised to prepare for the demand 
which is bound to arise at some time in the next few years. 
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While on the subject of receiverships, there is an aspect of it 
which warrants comment. Many receiverships and liquidations 
ought not to happen. The warning signs that trouble lies ahead 
appear usually months, if not years, beforehand and they should 
be more readily apparent to the auditor than to most people. The 
auditor of the future must be someone who is prepared to read 
the signs and warn the directors of the path they are treading so 
that they can take action in good time. It takes courage, but it 
typifies my conception of the professional accountant of the future. 


virbitrations 


The professional accountant is sometimes appointed as arbi- 
trator. In particular cases he is unquestionably the best person 
for the job and there always will be occasions in the future when 
his services are required in this way. This work is, however, of a 
casual nature and it is unlikely that it will ever be substantial. 
The courts are jealous of their responsibilities for settling disputes 
and, except in special cases, it is better that the normal processes 
of the law should be followed. 

Registration Work 

Some firms of accountants act as registrars of public companies 
which are quoted on the stock exchange. There is not a great 
deal of this type of work available as there is keen competition 
to secure it by both the banks and the issuing houses. In any 
‘ase the number of companies with a quotation is not large and 
the volume of this work will therefore probably always be small 
and concentrated in the hands of a few firms. 


Expert Witness 

The professional accountant is sometimes called upon to act 
as an expert witness in arbitrations, valuation tribunals or on 
legal actions in the courts. It is exacting work and it requires 
immense preparation. Very often, moreover, a great deal of time 
has to be wasted in attending the hearing and listening to evi- 
dence which is irrelevant to the particular issues upon which the 
accountant has to give testimony. The volume of this type of 
work rises and falls for political rather than commercial reasons. 
Nationalization legislation after the Second World War with the 
consequent necessity of making valuations, created a special de- 
mand for the expert evidence of accountants but, for the time 
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being, the demand has slackened. Political changes, in particular 
the inquiries now being instituted under the Restrictive Trade 
Practices Act, may bring about a recrudescence in the future. 


The Accountant as General Adviser 

I have dealt with all those classes of work which are now 
open to us or which will, I think, be open to us in the future and 
the lines on which they may possibly develop. There is one addi- 
tional service which the professional accountant performs and 
which, I hope, he will continue to provide for the future. That 
is to act as friend, adviser, and confidant to his clients. Times 
without number clients feel the need not of technical advice on 
accountancy matters, but of discussion with somebody whom they 
can trust who will give them detached and common-sense advice. 
It may be on personal affairs, trends of economic or political 
thought and the probable effects thereof upon the clients’ busi- 
ness, problems of personnel and human relations, or a host of 
other diverse questions. There may be little chargeable time in 
providing this service but it is one of the most satisfying tasks 
which the professional accountant can perform. 


The Growth of the Profession 

I had hoped to be able to present to you some statistics show- 
ing the growth of our profession in the past thirty years, and a 
comparison of the rate of growth with other professions, as this 
would enable one to make some intelligent guesses about the 
future. In fact it has proved impossible to do this, either because 
the necessary figures were not available from the many sources 
from which they had to be obtained or because they were not 
available on a comparable basis. It is a subject which would be 
worth further study in itself but this is not the occasion on which 
to pursue it. 

The result of such inquiries as I did make, however, can be 
summarized as follows. In 1940 the total membership of all the 
accountancy bodies in the United Kingdom was approximately 
34,000. In 1950 it had risen to approximately 40,000, of which 
10,000 to 11,006 were known to be in practice. At the present 
time the total number is probably about 58,000 of which the 
number known to be in practice is probably just over 13,000. 
This is a considerable growth and we are now among the largest 
of the recognized professions in the United Kingdom. This rate 
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of growth cannot go on indefinitely but there is no sign at present 
of any slowing down. Indeed it is possible that, as a result of 
the recent scheme of integration of the Institute of Chartered 
Accountants and the Society of Incorporated Accountants, the 
rate of growth may be greater for a few years as the number of 
articled clerks which members of the Institute can now accept 
has been increased from two to four in respect of each member in 
practice. More and more people are realizing the value of an 
accountancy training as a background for a commercial and in- 
dustrial career and that will also tend to increase the numbers. 


The Structure of Professional Firms 


It seemed to me that it would be worthwhile to consider the 
structure of the profession. Here again comprehensive statistics 
are difficult to obtain but the following figures give some indica- 
tion of the position; they relate only to the Institute of Chartered 
Accountants in England and Wales as it existed in 1957, shortly 
before the scheme of integration with the Society. At that time 
there were approximately seven thousand five hundred Chartered 
Accountants in practice and the number of firms was about three 
thousand five hundred. About two thousand out of the three 
thousand five hundred firms were sole practitioners and a further 
eight hundred firms had two partners only. In short, about one- 
half of the total members in practice were on their own account 
or were members of two-partner firms. Of the whole three thou- 
sand five hundred firms comparatively few are recognized as 
specializing in any particular class of business. 

If you agree that there is scope for the professional accountant 
in the roles I have suggested it seems to me that there must be 
some important changes in the structure of the profession. The 
wide scope of an accountant’s duties and the need for continuous 
specialized study of particular subjects if he is to give expert 
service to his clients means that either or, most probably, both of 
two things must happen. Either firms generally must be larger 
or else certain firms must specialize in particular classes of busi- 
ness. It will be increasingly difficult for one man practicing on 
his own account, or even for two men, to give a full and proper 
service to clients. Firms will therefore have to be increased in 
size so that partners can specialize and thereby provide the wide 
range of expert service which clients need. Apart from providing 
better and more expert service, all of us who have enjoyed the 
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benefit of several partners know the value of discussion in settling 
difficult points and the benefit of being able to get different points 
of view at short notice by walking into other partners’ rooms. 
Larger partnerships have other advantages. It is possible to em- 
ploy a better balanced staff, partners can leave their business to 
take adequate holidays and continuity is assured in the event of 
illness. There is the further great advantage that the broader 
case of the practice gives a much better training ground for ar- 
ticled clerks. I think therefore that partnerships will tend to 
increase in size and every encouragement should be given to them 
to do so. A well-balanced firm might, I think, comprise not less 
than four partners which would enable all of them to deal with a 
certain amount of auditing and accounting work and yet enable 
particular partners to specialize in the other classes of work. There 
will, of course, always be work for small firms of accountants 
dealing with sole traders and small undertakings, but if such firms 
wish to extend their practices into larger fields I believe that they 
can only do so effectively on the lines I have indicated. 

The alternative is that some of the larger firms should specialize 
in particular classes of work and the smaller firms should send 
clients to them to get specialized advice on subjects which they 
cannot deal with properly themselves. This already happens to a 
certain extent and the tendency may increase. It is worthwhile 
bearing in mind the practice in the medical profession where the 
general practitioner sends his patients to specialists when their 
complaints need the advice of a physician or surgeon who has 
spent a lifetime studying that type of illness. In the same way 
solicitors send their clients to counsel who are known to specialize 
in particular subjects. The principle is no different in our own 
profession. It raises questions of professional ethics, however, 
which need handling with great care and are not appropriate to 
this paper. 

The Need for Specialization 


I do not know which of the two foregoing courses offers the 
most practical solution. The significant point remains that, in my 
view, there must be a much greater degree of specialization than 
has been the case in the past. The growth of the profession has 
been so rapid and the scope of the services it can offer to the public 
has been so much enlarged in the last few years that the need for 
a comprehensive plan to encourage specialization has been over- 
looked. It is partly due to the fact that the profession as a whole 
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is not administered centrally and there are the several different 
accountancy bodies within it. The recent integration with the 
Society which has increased the size of the Institute and extended 
its authority over a very large part of the profession may be helpful 
in bringing about some very necessary changes in this and other 
respects. 

Education in the Profession 


These thoughts lead me to wonder whether we shall not have 
to reconsider our present basis of training both for articled clerks 
and for qualified members. I have stressed the need for specializa- 
tion in order to give proper service to clients but it is difficult for 
most members of our profession under present conditions to get 
both the theoretical knowledge and the practical experience to 
equip themselves with these skills. How then are we to ensure 
that, as a profession, we provide them for our members. Does it 
mean that the period under articles should be shortened and the 
time thereby saved should be spent under instruction in special 
subjects? Will it involve post-graduate course? Will the profes- 
sion have to divide itself into specialist branches in the way that 
the medical profession has done? Are we giving the right training 
to the many accountants whom we know will leave the professional 
field after qualification and take appointments as accountants in 
industry and commerce? Shall we get the quality of articled clerks 
the profession needs unless we pay them properly? Are our educa- 
tional standards high enough? 

I do not propose to suggest the answers to these questions 
except to say with conviction that the present position is not 
satisfactory and to make the point that we shall not find the 
answers unless we begin to look for them. Now that the first 
period of reorganization and consolidation of the profession since 
the end of the war is over, and with integration an accomplished 
fact, I believe it is time we began to undertake long-term planning 
for the future. I believe that study groups should be set up to 
give thought to them and to other matters of a similar character 
which will shape our destinies during the next fifty years. They 
are among the biggest problems which face the accountant of the 
future and ones which we must begin to answer now as it is many 
years before an education program can bear fruit. 

Most of us are already finding the need not only for more 
specialized staff but staff generally of a better quality who will 
be better paid. I think it also means that we must expect and 
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demand a different, if not a higher, standard of education than we 
have been satisfied with hitherto. A very large number of newly- 
qualified chartered accountants are not capable of putting their 
thoughts clearly into words or of writing coherently. More and 
more the nature of our work will mean that we shall have to be 
able to express ourselves clearly in speech and in writing, and I 
doubt whether our present requirements from an education point 
of view are the right ones. 


Provision of Capital 

Another consequence of increased specialization and larger firms 
will be that firms will require more capital to run their businesses. 
Particularly is this so under inflationary conditions. I do not see 
how the professional accountant of the future is going to be able 
to accumulate the necessary capital because the burdens of taxa- 
tion virtually prohibit savings except of a minor character. This 
is especially true during the time when capital is most needed by 
a professional man which is usually when he has children to educate 
at school or the university. I think therefore the time will come 
when professional firms will have to be permitted to operate as 
limited companies so that there will be some means of accumulat- 
ing profits free of surtax, sufficient at least to provide the cash 
capital necessary to run their businesses. I am far from suggesting 
that the personal responsibility which is an integral part of pro- 
fessional life, should be removed. One of the things which keeps 
the profession healthy is the knowledge of its members that they 
are responsible for their advice and opinions up to the full extent 
of their assets, and I think this should be retained. It may be, 
therefore, that the form this change will take will be the formation 
of unlimited private companies. Alternatively, professional part- 
nership firms may continue to exist for the purpose of accepting 
responsibility but the actual work may have to be subcontracted 
to limited companies of which the partners in the professional firms 
are the shareholders and directors. In either case the companies 
will, it is hoped, be able to accumulate profits necessary to provide 
working capital. 


The Average Age of the Profession 


I see another change in the future. In the past, owing to their 
inability to accumulate savings and the absence of any pension 
scheme, members of the profession have carried on until very late 
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in life, far longer than executives in commerce and industry. They 
have done this, broadly speaking, because they could not afford 
to retire. Now that there are arrangements for pensions for self- 
employed people, it is possible, provided one starts young enough, 
to contemplate retiring on a reasonable pension about the age of 
sixty-five. This change should begin to make itself felt in the next 
twenty-five or thirty years as a result of which one may expect a 
reduction in the average age of practicing members. I believe that 
this will be a good thing. It will tend to give a more lively 
approach to professional matters and it will give greater oppor- 
tunities to the articled clerks of today and those who succeed them 
in the next few years. It is to be expected also that members will 
be elected to the District Societies or to the Council at a younger 
age than in the past and correspondingly that they will retire 
earlier, though it is to be hoped that a small number of elder 
statesmen will be retained on the Council. 


Payments for Goodwill 


If the various prophecies come to pass, I think another con- 
sequential result will be that the payment for goodwill for pro- 
fessional practices, and between incoming and outgoing partners 
in a firm, will come to an end. It will be difficult enough, even 
if the formation of limited or unlimited companies is permitted 
to find enough cash capital with which to run a professional 
accountant’s business. Young incoming partners will not have the 
means or the earnings to pay for goodwill and the outgoing 
partners, instead of relying in part on the goodwill payment for 
their retirement, as they have done to some extent in the past, 
will in future have their pensions to live on. The practice of pay- 
ing for goodwill has, in any case, been declining for some years 
past. I think it will stop altogether in the next ten or fifteen years 


and for the good health of the profession it is desirable that it 
should be so. 


The Professional Accountant’s Influence in the Future 
The professional accountant collectively and individually wields 
a considerable influence. The views we express publicly or in the 
course of our work, our conduct as members of a profession and 
the advice we give to the many people who seek it have, over the 
years, a profound effect on public and company administration, 
the form and substance of documents presented to the public, 
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financial transactions of all descriptions and indirectly, if not 
directly, on some changes in the law. Our role in this respect is 
unlikely to diminish and the more we equip ourselves to undertake 
the types of work I have described, the greater will that influence 
become. There are one or two directions in which I think our 
influence should be exerted at once. 


Accounting under Inflationary Conditions 

We have an immediate task to lead the way in finding sensible 
methods of accounting and of financial administration under 
inflationary conditions. In short, inflation is here and in most 
overseas countries as a permanent evil and nothing short of an 
international trade recession is likely to stop it. We should 
remember that if the pound is deemed to have been worth 20s. in 
1946, it has dropped successively in the intervening years until at 
the present time it is worth about 12s. only. Comparatively little 
has, so far, been done in the accounts of public companies to 
calculate what the effect of inflation has been and to provide for 
it out of profits so as to ensure (quite apart from expansion and 
development) that the business is maintained and that its capital 
is not diminished. Some efforts have been made by the more 
farsighted industrialists to take steps to provide for this deteriora- 
tion in their resources year by year as it arises but, generally 
speaking, the lead has come from commerce and industry and not 
from the profession. We have a real opportunity for leadership 
here as our numerous clients cover the whole field of British 
industry. 

This leads to the consideration of another aspect of inflation 
which is the professional accountant’s influence in relation to 
prospectuses. The statutory, and indeed the traditional approach, 
is for the accountant to certify the profits for a number of past 
years, usually ten, but is sometimes more and sometimes less. I 
believe that under inflationary conditions those profits, without 
an explanatory statement, have only a limited value because a 
thousand pounds earned ten years ago is not the same as a thousand 
pounds earned now. It can be argued that the general effects of 
inflation are so well known as not to require further emphasis but 
I doubt whether this is so. I believe that it ought to be made 
clear in the body of the prospectus that, because of the effects of 
inflation, a mere statement of past profits is not a fair reflection 
of future earning capacity. In short, a trading business which 
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shows a steady profit for the past ten years is normally declining; 
it is holding its own only if the profits rise year by year in the 
same ratio as the £ is falling in value. In addition I think that 
the professional accountant has a role to play in regard to the 
replacement of capital assets. I suggest that he should not allow 
his name to be put on a prospectus unless the prospectus makes 
it clear what policy is to be adopted in order to provide for the 
increased cost of replacing capital assets over and above the 
depreciation which has been charged against the profits which 
have been the subject of certification. This can be done by pre- 
senting the estimate of future profits in a form which will indicate 
that, after paying the dividend which is forecast, they are adequate 
not only to provide for depreciation on the historical cost of fixed 
assets included in the statement of net assets but also on the 
basis of depreciation on the replacement cost of those assets at 
the time when the prospectus is issued; alternatively, if replace- 
ment at current prices is not to be made out of profits, the pros- 
pectus should indicate the sources from which it is expected that 
the additional capital will be provided. This is not a role which 
falls only on the professional accountant; it affects issuing houses, 
solicitors, directors and others, but the professional accountant can 
play a significant part in it and his influence would do more than 
anything else to bring about an improvement in the existing 
position. 
Information for the Investing Public 


Another way in which professional accountants can exercise 
their influence in the future is in advising the boards of companies 
what information they should give to their shareholders and, as 
regards companies which have a quotation, the investing public, 
over and above the statutory accounts for which they are respon- 
sible as auditors. Here again I believe that British industry is 
falling somewhat behind the rest of the world and that we, as 
accountants, have our part to play. It used to be claimed that 
information furnished to shareholders or the investing public only 
gave information to competitors. In the great majority of cases I 
believe this to be nonsense. The number of companies whose 
interests are harmed by disclosure of reasonable information about 
themselves, their activities and their results, is comparatively 
small. I believe that as professional accountants we should advise 
the boards of all companies that in addition to the statutory 
accounts, they should publish a summary of the results for the 
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past ten years so that without unnecessary research and labour 
shareholders can watch the trend. I believe that whenever it is 
practicable to do so, figures of sales either in quantity or value, 
or both, should also be published. I think there should be a 
statement showing in a consistent form the earnings in relation to 
capital employed, and information showing what proportions of 
the net revenue of each year are retained for expansion or other 
purposes or distributed by way of dividend to the shareholders. 
Apart from providing this additional information, which is of real 
importance to shareholders, there is a great deal to be done in 
simplifying published accounts. The accounts of a great many 
public companies are confused by unnecessary detail and volu- 
minous notes, much of which could be avoided. The professional 
accountant’s influence in this direction could bring about a great 
improvement in a very short time. 

But I do not think the professional accountant’s advice to his 
clients should stop there. There is a growing anxiety on behalf 
of the investing public to know at shorter intervals than a year 
how companies are progressing. I think the professional account- 
ant should meet this need and advise his clients on how much it 
is safe for them to publish, and the form in which the information 
should be presented, so that it will not be misleading but will still 
give an adequate indication to shareholders and investors how 
companies are faring during the course of the year. 


Conclusion 


What then in summary is the role of the practicing accountant 
of the future? He will of course continue to be a person of in- 
tegrity and independence with a balanced judgment. I hope also 
that he will be a man of broad general education who can express 
himself clearly in speech and writing. The profession of which he 
is a member will have organized itself so that its members can 
receive the training and experience necessary to provide the spe- 
cialist services which the public will expect and need in the future 
from accountants. He will have taken advantage of these facili- 
ties; he will become a member of a firm without paying for good- 
will and will have three or more partners who collectively can 
give a proper service to clients in all phases of a professional 
accountant’s work, particularly investigation and organization 
work. The audit practice of his firm will comprise perhaps no 
more than fifty per cent of the gross fees and will be conducted 
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on the lines I have suggested earlier in this paper. He will be an 
employer, jointly with his partners, of a balanced staff the senior 
members of which will, like himself, have specialized training and 
knowledge. His firm will pay its articled clerks adequately and 
have a large enough practice to train them properly. The firm 
will finance itself in part in one or other of the ways I have in- 
dicated and its partners will retire at sixty-five on a reasonable 
pension. During his service in the profession he will be, above 
all, somebody who is constructive in all phases of his work; who 
is anxious to lead rather than to follow; to initiate rather than to 
check the work of others. We have a long way to go to equip 
ourselves in these ways but unless we do so we shall fail to keep 
pace with the needs of our clients. 
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The Years With Ross— 
1. &. Ga’ 


Pennsylvania’s Governor Leader proclaimed Certified Public 
Accountants’ Day when the Pennsylvania Institute, second only 
to New York in age, celebrated its sixtieth anniversary on March 
19, 1957. The choice of speakers on such an occasion can be diffi- 
cult, but in one case Chairman J. Woodrow Mathews had a natural. 

T. Edward Ross might well be characterized as the memory 
of the accountancy profession in Pennsylvania. He is the author 
of Pioneers of Organized Public 
Accountancy in Pennsylvania, and 
has written biographical sketches 
of the founders of the Pennsyl- 
vania Association of Public Ac- 
countants. He himself was one 
of the founders back in 1897 when 
it was called the Pennsylvania 
Association of Public Account- 
ants. This group brought about 
passage of the state accountancy 
law the following year, and the 
association’s name became the 
Pennsylvania Institute of Certi- 
fied Public Accountants. 





T. EDWARD ROSS 


Thomas Edward Ross was 
born in Northern Ireland on November 18, 1867. When he was 
five his family moved to Ontario where his father was a school 
principal. In 1885, the family became residents of the United 
States. After schooling in New Jersey, Mr. Ross joined his brother 
Adam who was employed by John Heins, a leading Philadelphia 
accountant. Other members of the same staff included William M. 
Lybrand and Robert H. Montgomery. 

In 1892, Mr. Ross became a partner in the firm of Heins, 
Whelen, Lybrand & Co. On Mr. Whelen’s withdrawal, the firm 
name was changed to Heins, Lybrand & Co. On January 1, 1898, 
William M. Lybrand, T. Edward Ross, Adam A. Ross, Jr. and 


* Reprinted by permission from The Journal of Accountancy, December, 
1959, p. 8. 


31 











LYBRAND JOURNAL 


Robert H. Montgomery withdrew to begin practice under the 
firm name of Lybrand, Ross Bros. & Montgomery. 

Like so many of the leading practitioners of accounting, Mr. 
Ross has continuously engaged in a wide variety of professional 
activities on both the state and national level. Besides being one 
of the fifteen charter members of the state organization, he has 
served at various times as secretary, vice president and president. 

The American Institute has also been the fortunate beneficiary 
of the Ross energy, talents and guidance. He has been an active 
member for over half a century, and has served on more than a 
dozen of its most important committees, many times as chairman. 
He was vice president of the Institute in 1921, served on the 
executive committee for five years, and for ten years was a mem- 
ber of the Institute’s Council. 

Church and community work have also occupied a consider- 
able part of his time. One of his hobbies is gardening and every 
year hundreds of people visit his extraordinary flower garden at 
his summer place in Craftsbury Common in Vermont. He is a 
golfer as well, and although it may not be a feat of note to play 
in the nineties, it is when the golfer in question is in his nineties. 

The last time we saw him was on a visit to our former “Tax 
Clinic” editor, Jim Mahon, a partner of L.R.B. & M. then resi- 
dent in Philadelphia. Mr. Ross was in a reminiscent mood and 
with a faraway look in eyes that retain an amazingly youthful 
sparkle, he told us of his first audit engagement. It went back 
over six decades. He was introduced to the client who took one 
look at him and snapped, “This man doesn’t look old enough to 
be an auditor.” If that client were alive today, he still might 
not think so. 
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Current Trends in Depreciation 
Accounting” 
By Walter R. Staub 


In the history of accounts and accounting, depreciation for a long 
time was given little recognition. At the turn of the century it 
was perhaps more often ignored than otherwise. Probably the 
first general acceptance of depreciation as an element of cost 
coincided with enactment of the income tax laws. Even then, the 
idea persisted in the minds of many that capital assets for all 
practical purposes might properly be considered as having un- 
limited existence. This was especially so in those segments of our 
economy which had large investments in fixed assets, composed 
of many units which were maintained and replaced with regu- 
larity so that the plant, as a whole, was preserved without loss 
of efficiency. In addition, there existed a not inconsiderable body 
which, while not necessarily contesting the validity of the general 
concept of depreciation, objected to its introduction into accounts 
on the grounds that too great an element of conjecture was in- 
volved. There were, of course, also differences of opinion as to 
the preferable method of its calculation; these, though were of 
secondary importance. In time, however, there was general agree- 
ment on the need for depreciation accounting and, within broad 
limits, on methods of its application. 

The subject has, however, never ceased to be a matter of con- 
tinuing interest to accountants, and within recent years consider- 
able attention has been focused on the question of the adequacy 
of periodic depreciation charges as computed under present con- 
ventions. I am referring of course to the impact of present in- 
flationary forces upon depreciation which is computed on the 
basis of historical costs that, because of inflation, are no longer 
representative of current costs. This aspect of depreciation ac- 
counting is of such great current interest that I want to devote 
what I am going to say to it and I believe that the increasing 
amount of attention given in recent years justifies its being con- 
sidered as a trend in thinking—although there is no discernable 
trend toward actual adoption. 


* This paper was presented before the regional conference of the Con- 
trollers Institute of America at Richmond, Va., and was published in a slightly 
condensed form in the October issue of The Controller. 
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Shortly after the close of World War II, business became con- 
cerned because costs of capital replacements far exceeded the 
original cost of assets replaced. In the then belief that these 
excess costs were occasioned by inflationary influences which might 
be expected to be temporary in nature, the belief arose that they 
should be charged off in the year of their occurrence; however, 
this idea never achieved acceptance to any degree—perhaps be- 
cause of the objections of the accounting profession, but more 
likely because it was soon admitted that inflation was with us 
to stay. 

The concern regarding the disparity between current and his- 
torical cost however persisted and has given rise to continuing 
questions as to whether depreciation charges based on historical 
dollar costs provide a realistic measure of the charge which need 
be made against income for the exhaustion of facilities in order 
to arrive at a useful concept of periodic net income. Those asking 
the questions and suggesting thoughtful alternatives include many 
leaders in the fields of business and accounting. In particular, 
they stress that profits as now reported are grossly overstated 
because generally accepted accounting principles do not recognize 
as an expense the difference between depreciation charges based 
on historical cost and the current cost of replacing obsolete plant. 
Maintenance of capital, considered in the sense of productive 
capacity, is placed in jeopardy. Taxes paid on this alleged over- 
statement of profits are viewed as capital levies. It has been 
argued that modernization and maintenance of plant has there- 
fore been deterred which in turn has led to a deterioration of our 
country’s competitive position in the world. While I feel the in- 
tensity of the attack has tended to vary somewhat with variations 
in the cost of living index, it now appears that many consider 
continuing inflation as inevitable. In their opinion, the long-term 
trend in the purchasing power of the dollar will continue to be in 
but one direction—down. 

Those who are concerned with the consequences of adherence 
to historical cost depreciation believe that financial statements 
would be more useful if depreciation charges, and possibly the 
related fixed assets, were stated in terms of current valuations. 
They suggest that (1) investors require more information than 
accounting on a historical cost basis can provide (2) establishment 
of a dividend rate consistent with maintenance of capital on a 
purchasing power basis would be facilitated (3) in wage negoti- 
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ation, the company’s ability to pay would be more fairly pre- 
sented, and (4) in rate-making cases the utility’s economic return 
would be more readily apparent. 

They also point out that management should have available 
current costs on which to base its decisions. Since depreciation 
is often a significant part of product costs it is important that it 
be stated at current price levels. Such adjusted cost data are 
needed as an aid to management in setting product manufacturing 
and selling policies. This argument stresses the greater signifi- 
‘ance of current dollar costs as compared with costs arising from 
prior price levels. 

There is no doubt as to the magnitude of the problem. Ap- 
proximately 10% of the Gross National Product, or some $40 
billions of dollars, is currently being invested annually in new 
plant and equipment. A survey of some 750,000 corporate income 
tax returns filed for 1955 indicated that plant account represented 
the largest single investment of corporate funds—three times the 
investment in inventories. 

The aggregate annual depreciation charge against income has 
been estimated to currently approximate 15 to 16 billion dollars. 
This total depreciation charge is expected to increase, reflecting 
continued plant expansion coupled with a trend toward greater 
mechanization and a speed-up in obsolescence resulting from tech- 
nological improvements. The dollar amounts are huge when 
measured on a national scale and of relatively equal significance 
for many individual companies. Against this background of tre- 
mendous plant investment and related depreciation provision, we 
find a dramatic degree of inflation in the post-war period, as in- 
dicated by a 50% rise in the Consumers Price Index. It is this 
inflation which has led to our current depreciation controversy. 

Since initial attention to this matter was occasioned by the fact 
that accumulated depreciation did not meet the cost of replacing 
depreciated facilities it was somewhat to be expected that first 
consideration would be along the lines of charges which accumulate 
amounts equal to such replacement costs. A survey by the 
American Institute of Certified Public Accountants in 1958 indi- 
cates that this is still the objective of many of those who question 
the adequacy of historical cost depreciation. However there is an 
increasing number who recognize that such replacement deprecia- 
tion probably is an unreachable goal since continuing deterioration 
of the dollar creates continuing deficiencies that as a practical 
matter cannot be made up out of current revenues. 
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Those who do not hold for replacement depreciation but who, 
nonetheless, believe that historical cost depreciation is currently 
unsatisfactory, point to what they consider to be the internal 
inconsistency of financial statements which, in effect, reduce to a 
common denominator expired costs representing expenditures of 
differing purchasing power. They liken the problem to that 
encountered in the preparation of consolidated financial statements 
where different currencies are involved. They also point out that 
the same incongruity was recognized in the case of inventories but 
that it has in large measure been overcome by the adoption of the 
LIFO method of costing. They further conclude that since other 
material asset items are, by reason of turnover, reasonably 
expressed in terms of current dollars, the only remaining area in 
need of attention lies in fixed assets. These do not view departure 
from historical cost as a departure from cost, itself, but as being 
in the nature of a step to employ costs of like value. They believe 
there is no longer any validity in the accounting postulate that 
changes in the value of the monetary unit may be disregarded. 

The foregoing statements briefly indicate the views of those 
who believe that a departure from depreciation based on historical 
cost is called for. I shall endeavor, with equal brevity, to state 
the feelings of those who hold to the opposing view. 

First, let me say that, as far as I have been able to discern, 
all are in agreement that the changing value of our monetary unit 
affects the significance of historical cost depreciation, and that as 
a consequence, resultant net income must be considered in a 
different light than would be the case if a stable monetary unit 
had been our experience. Those who presently adhere to historical 
cost depreciation concede that under conditions of inflation depre- 
ciation accumulations are less a measure of the dollar cost of 
prospective replacements than if the monetary unit were stable, 
but they contend that replacement is not the intended purpose of 
depreciation provisions. They also consider that inflation has not 
yet proceeded to the point that original dollar costs have lost their 
significance. In general they believe that the adoption of adjusted 
depreciation methods gives rise to problems which call for further 
consideration and entails possible disadvantages and that these 
factors presently outweigh the merits of its use in basic financial 
statements. 

This question has been the subject of intensive study by 
accountants since shortly after the close of World War II. In 
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1947 the Committee on Accounting Procedure of the American 
Institute of Certified Public Accountants issued a statement on 
the subject—Accounting Research Bulletin No. 33. This bulletin 
was reconsidered and, without change of substance, was reissued 
in 1953 as part of Accounting Research Bulletin No. 43. In 
addition, the Institute, with the aid of a grant from the Rockefeller 
Foundation, caused the organization of a study group on Business 
Income to consider the impact of inflation on business income. 
This group, after several vears of study, caused its findings and 
conclusions te be published in 1952 in a monograph entitled 
“Changing Concepts of Business Income.” Another well-recognized 
accounting organization, the American Accounting Association, 
also studied the question of the effect of inflation upon financial 
statements and issued a statement on the subject in 1951 which 
was repeated in 1957 in “‘Accounting and Reporting Standards for 
Corporate Financial Statements and Preceding Statements and 
Supplements.” Because the conclusions of these groups represent 
the considered opinions of informed and intelligent men who had 
varefully and thoroughly considered the problem, I believe it 
worthwhile to cite them: 


CoMMITTEE ON ACCOUNTING PROCEDURE OF THE AMERICAN 
INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS (1953): 

The committee, therefore, reaffirms the opinion it expressed in Accounting 
Research Bulletin No. 33, December, 1947. 

Any basic change in the accounting treatment of depreciation should await 
further study of the nature and concept of business income. 

The immediate problem can and should be met by financial management. 
The committee recognizes that the common forms of financial statments may 
permit misunderstanding as to the amount which a corporation has available 
for distribution in the form of dividends, higher wages, or lower prices for the 
company’s products. When prices have risen appreciably since original in- 
vestments in plant and facilities were made, a substantial proportion of net 
income as currently reported must be reinvested in the business in order to 
maintain assets at the same level of productivity at the end of a year as at 
the beginning. 

Stockholders, employees, and the general public should be informed that 
a business must be able to retain out of profits amounts sufficient to replace 
productive facilities at current prices if it is to stay in business. The com- 
mittee therefore gives its full support to the use of supplementary financial 
schedules, explanations or footnotes by which management may explain the 


need for retention of earnings. 
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Strupy Group SPONSORED BY THE AMERICAN INSTITUTE 
oF CERTIFIED PusBLic ACCOUNTANTS (1952): 

Upon this point it would seem that in the longer view methods could, 
and should, be developed whereby the framework of accounting would be 
expanded so that the results of activities, measured in units of equal pur- 
chasing power, and the effects of changes in value of the monetary unit would 
be reflected separately in an integrated presentation which would also produce 
statements of financial position more broadly meaningful than the orthodox 
balance sheet of today. It is believed that statements of business income in 
which revenues and charges against revenue would be stated in units of sub- 
stantially the same purchasing power would be significant and useful for many 
of the purposes for which income determinations are commonly used, if not 
also in reports upon stewardship. 

The problem of presenting both the most generally useful income deter- 
mination and a fully significant statement of financial position would doubt- 
less present difficulties, but probably none which the highly developed account- 
ing techniques of today could not solve. 

For the present, it may well be that the primary statements of income 
should continue to be made on bases now commonly accepted. But corpora- 
tions whose ownership is widely distributed should be encouraged to furnish 
information that will facilitate the determination of income measured in units 
of approximately equal purchasing power, and to provide such information 
wherever it is practicable to do so as part of the material upon which the 
independent accountant expresses his opinion. 


AMERICAN ACCOUNTING ASSOCIATION (1957): 


Management may properly include in periodic reports to stockholders 
comprehensive supplementary statements which present the effects of the 
fluctuation in the value of the dollar upon net income and upon financial 
position. 

(a) Such supplementary statements should be internally consistent; the 
income statement and the balance sheet should both be adjusted by the 
same procedures, so that the figures in such complementary statements are 
coordinate and have the same relative significance. 

(b) Such supplementary statements should be reconciled in detail with 
the primary statements reflecting unadjusted original dollar costs, and should 
be regarded as an extension or elaboration of the primary statements rather 
than as a departure therefrom. 

(c) Such supplementary statements should be accompanied by comments 
and explanations clearly setting forth the implications, uses, and limitations 
of the adjusted data. 


On the one hand the proponents of adjusted depreciation do 
not deny the usefulness of the cost concept, given a reasonably 
stable monetary unit. On the other hand, those holding the 
opposite view nonetheless infer by their reasoning that under some 
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conditions they would deem adjustment of historical cost to be 
appropriate. It appears therefore that the difference in views is 
based largely upon varying weight given specific problems and 
consequences attendant upon use of current cost methods rather 
than to stem from any disagreement on a matter of broad principle. 
I therefore believe it important to consider each of these specific 
matters. 


The need for restatement of assets: It is my impression that 
most of those who favor continuance of depreciation on the basis 
of historical cost appear to feel that if a change to a “current cost” 
basis were to be made, a concurrent restatement of the related 
asset accounts would be necessitated. At least some of those who 
advocate the adoption of current cost depreciation, believe that 
plant may continue to be carried in the balance sheet at historical 
cost with deduction of depreciation based thereon. In addition to 
historical depreciation, they propose a supplementary annual 
charge to income with a corresponding credit to an account for 
property replacements and substitutions, to be classified with the 
stockholders’ equity. I cannot agree with the latter opinion. In 
the absence of related adjustment of the balance sheet, a discrep- 
ancy would arise between it and the income statement which would 
have the effect of relegating the balance sheet to a position of 
practically no importance. Also, since the significance of the 
income statement depends to a considerable extent upon viewing 
it in relation to the balance sheet this discrepancy would to a large 
extent, also tend to impair the usefulness of reported income. 


Price indices: Many of the proponents of price-level adjust- 
ments suggest the use of indices to accomplish the purpose. This 
appears to be motivated both by reasons of practicality and from 
the belief that the use of indices contributes to objectivity and, 
assuming the adoption of the same or similar indices by companies, 
to greater comparability. Further they believe that it relates 
adjustments more to price level changes and less to reproductive 
costs of specific assets. While indices which are based on large 
aggregates may be an imperfect measure of change when applied 
to a specific group of assets I certainly would not object their use 
if it were to be decided to adopt current depreciation since the 
alternative would be periodic appraisals which, it appears to me, 
are impractical if adjustments are to be made at frequent intervals. 
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Objectivity: Many who are opposed to price-level adjustments 
point to loss in objectivity in the determination of reported 
amounts. Undoubtedly there would be some loss of objectivity, 
since I can imagine no standard of accounting measurement which 
would be as objective as the actual cost resulting from an ‘“‘arm’s- 
length” transaction. However, objectivity in many aspects of 
accounting has been in the nature of a compromise with other 
considerations and, personally, I do not view this as an insurmount- 
able objection. It seems to me that measures for adjustment could 
be evolved which would provide a reasonable degree of objectivity. 


Uniformity in financial reporting: Over the years considerable 
progress has been achieved in developing greater uniformity and 
standardization in financial reporting. In the United States, fixed 
assets are stated at cost and depreciation is based on cost with 
but few exceptions. Any substantial change in the basic financial 
statements, unless generally adopted throughout the country, 
would likely lead to numerous diverse practices in statement pres- 
entation, with consequent confusion in their interpretation. For 
example, some companies would be likely to continue to show 
fixed assets at historical cost. Some other companies would prob- 
ably establish valuations by use of specific indices while still 
others would use general price indices or perhaps a combination 
thereof. Aside from the confusion and possibility of misunder- 
standing which might be engendered by lack of uniformity in 
financial reporting, is the question of the impact of a change upon 
existing contracts. To cite only one example, in the case of a 
pre-existing bond indenture limiting dividends to accumulated 
earnings, which measure of determining income would be used? 


Deflation: Many, both accountants and others, who believe 
that depreciation should give recognition to current price levels: 
appear to be motivated by conservatism since they point to what 
they consider an existent inflation of profits. What will the posi- 
tion of these be in the event we come upon a period of deflation? 
Will that same conservatism allow them to accept a determination 
of income which would be predicated on less than historical cost? 
Would bondholders tolerate under conditions of deflation a de- 
termination of income that might be less protective than his- 
torical cost? I believe that this possibility should be very care- 
fully considered before we espouse any general change to price 
level adjusted depreciation in the determination of income. 
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Maintenenace of capital: Much of the argument in favor of 
current cost depreciation appears to be motivated by the feeling 
that real capital—i.e., the command over economic goods and 
services—is subject to possible erosion unless revenues are charged 
with current cost depreciation in the determination of income. 
There are two points which I would like to make on this aspect 
of the problem. First, since as I believe I have heretofore indi- 
‘ated, current cost depreciation does not provide for replacement, 
it may lessen but cannot eliminate erosion of the character con- 
templated. Second, does erosion occur to the extent that capital 
additions are financed by bonds or other types of fixed dollar 
securities? It has been said that the method of financing an asset 
is not relevant to the determination of how it should be depre- 
ciated. If this is so, what is our position to be when we deal with 
facilities whose use is obtained under long-term lease arrange- 
ments? These have been availed of to an increasing extent in 
recent years. An instance came to my attention recently where 
orders were placed by a company for certain units of equipment 
some of which were to be purchased and the use of others, iden- 
tical in nature, was to be obtained by a long-term lease. Leases 
of this nature bestow upon the company employing a productive 
facility substantially all the benefits of ownership and entail sub- 
stantially all the responsibilities of ownership. In my opinion, 
which is shared by others, these lease arrangements represent in 
substance a choice among various available forms of financing. 
If this be so would not the considerations which lead to the feel 
for need of adjustment of historical cost depreciation also call for 
some adjustment of charges under long-term leases? The eco- 
nomic value of a lease and the economic value of property owned 
are both the present worth of expected future utility. Expressed 
in dollars both are subject to the same fluctuations of our mone- 
tary unit. Yet I cannot envision why protection of proprietary 
capital would necessitate any adjustment of rental payments. 
Further, assuming deflation, a downward adjustment of rentals 
to me is unthinkable. I am led to the conclusion that the form 
of financing does exert some influence on the need for current 
cost depreciation. 

Lifo: It has been stated that the adoption of the Lifo basis of 
costing inventories has resulted in the recognition of current in- 
ventory costs in the determination of income and that this also 


is the aim of the use of current cost depreciation. This statement 


41 








LYBRAND JOURNAL 


carries with it the suggestion that since the one has been con- 
sidered acceptable, so should the other. I do not believe this 
argument has substantial merit. It seems to me that the advo- 
‘ated depreciation change involves a departure from historical 
cost whereas Lifo does not. As a consequence the problems en- 
tailed are of such difference in magnitude that the analogy is of 
little significance. 


Summary: From all of what has been said and written on this 
matter of current cost depreciation, and which I have just en- 
deavored briefly to cover, the following thoughts occur to me: 

(a) There is general agreement that given a sufficient degree of inflation 
a basis of accounting other than historical cost would be generally needed, 
and hence acceptable. 

(b) That there is equal disagreement on whether or not we have yet 
reached that point. 

(c) That there are many questions of implementation and of consequences 

to the adoption of current cost depreciation to which further thought should 
be given. 
Until we have arrived at more general acceptance of the need for 
recognizing price level changes in the determination of depreci- 
ation for purpose of a charge against revenues and until more of 
the related questions are resolved, it is my opinion that, for pur- 
poses of presenting the customary formal financial statements, we 
should adhere to the present concept of income based on historical 
cost. 

In view of the divergencies of opinion on this subject I am in 
favor of the use, at present, of supplementary information along 
the lines suggested by the American Institute of Certified Public 
Accountants and the American Accounting Association. I believe 
that this supplementary information can be portrayed in various 
ways. One possible method which might be appropriate for some 
companies would be (a) to determine net income on the basis of 
historical cost depreciation, (b) to make an appropriation of net 
income for the amount by which depreciation based on current 
dollars exceeds depreciation on an historical cost basis, and (c) to 
credit the latter amount to an appropriately designated account 
in the equity section of the balance sheet. I am unable to see 
why the use of supplementary data would not accomplish the 
objective of those who now feel that basic statements do not 
furnish the information needed by interested readers under present 
conditions. It would further meet the desires of the not incon- 
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siderable body which believes that, on balance, conventional 
statements presently form the more useful basis for reporting cor- 
porate income. Possibly even more important, the use of supple- 
mentary information is feasible of immediate implementation. 

In view of the many allegations concerning the deficiencies of 
our financial statements and the avowed needs of business for a 
means of recognizing the effects of inflation, I am considerably 
surprised that more companies have not availed themselves of 
the use of this supplementary media of explanation. 

What I have just said leads me to wonder if business ever 
would really consider adoption of price level adjusted depreciation 
until such time as it became also acceptable for purpose of arriv- 
ing at taxable income. There seems to be an analogy in the case 
of declining balance depreciation. This method has been accept- 
able to accountants for many years, yet its use in this country 
never became at all widespread until the enactment of the Internal 
Revenue Code of 1954. And, even now many. companies which 
avail themselves of it for tax purposes, continue to report depre- 
ciation in their financial statements on the straight-line basis. 
Since here was a method which would in any event ameliorate 
the alleged deficiencies of historical cost depreciation, why has 
there not been more widespread use of it? 

If tax considerations are an important point in the minds of 
many who advocate the adoption of current cost depreciation for 
use in the determination of net income, presumably the expecta- 
tion is that such adoption might lead to some lightening of the 
corporate tax burden through allowance as a tax deduction of a 
greater amount of depreciation. It seems to me that this repre- 
sents a somewhat superficial view of our tax problem which bas- 
ically is the portion of our national income that is used to support 
government functions. If we assume that our over-all tax burden 
is to remain unchanged, any changes in corporate taxes by reason 
of a more favorable depreciation deduction would be only a shift- 
ing of the total tax burden either as among corporations or be- 
tween corporation and other groups of taxpayers. Considerations 
of public policy may call for such shifting; however, I do not 
believe that this should be a consideration in deciding upon 
appropriate accounting in a particular area. 

On this subject of taxes there have been, as you undoubtedly 
know, proposals for additional capital allowances for tax purposes 
suggested to the Congress. Some of these have been for the allow- 
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ance of either the replacement basis of depreciation or current 
cost depreciation. More recently, proposals have been made for 
an adjustment of depreciation, not on an annual accrual basis, 
but at the time property is retired and new capital expenditures 
are made. Briefly stated, in a year in which retirement occurs 
and capital expenditures are made (with some carry-over allow- 
ance) an additional allowance would be granted based upon the 
percentage excess of a current price index to a similar index in 
year of acquisition applied to historical cost of the retired assets. 
This idea has been described as “reinvestment depreciation.” 

There have been two proposals under this reinvestment de- 
preciation plan. Each would allow a deduction in computing tax 
of the calculated amount of additional depreciation. In one pro- 
posal there would be an outright additional deduction, whereas 
in the other, the basis of new property would need to be reduced 
by the amount of the additional deduction. ‘Reinvestment de- 
preciation” is primarily concerned with the calculation of taxes 
rather than financial reporting. However, it does raise certain 
corollary corporate accounting questions (assuming enactment). 
First, it does not seem at all unlikely that companies electing to 
claim reinvestment depreciation will be required also to give rec- 
ognition to it in their accounts and financial statements. If so, 
would ihe amount thereof (less tax reduction) represent a charge 
to earnings or earned surplus and a credit to a segregated equity 
account? In the event that the additional depreciation must be 
applied to the tax basis of new property could we appropriately 
follow this treatment for corporate accounting purposes or would 
any reduction in basis be limited to the tax reduction? Second, if 
recognition in the accounts is not called for, may the tax reduction 
be used to increase income or must it otherwise be accounted for? 

The accounting profession should be, and I believe generally 
is, responsive to the needs and legitimate wishes of the business 
community. I would like to see the avowed need in this area 
demonstrated by a more widespread use of the supplementary in- 
formation to which I have previously referred. 
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Case Study in Corporate 
Acquisition 


By J. E. Gelbert 


One of the phenomenons of American business since World War II 
has been the number of cases involving expansion through the 
means of corporate merger. The use of the term merger in this 
instance is not within the frame of its legal or tax construction 
but in the broad sense of joining two or more business enterprises 
either through the means of a purchase or the combining of stock- 
holders’ interests. The reasons motivating these mergers are many 
and diverse. Corporate management, with the experience of a 
depression and a world conflict behind them, are acutely aware of 
the advantages of diversification of industry, of the maxim “‘to 
stand still is to die on the vine.”” On the other side of the fence 
are the stark facts of business existence. In days of high corporate 
tax rates only the big grow bigger; the smaller corporation has to 
have outside financial assistance in order to expand and develop. 
Taxes in one form or another give impetus to the trend; estate 
and inheritance taxes, capital gains taxes versus tax rates on divi- 
dends and salary incomes, net operating loss carry-overs, etc., ad 
infinitum. The motivation continues to exist—willing buyers and 
willing sellers. 

As always, where there is a need there is someone to provide 
the answers. The need in this case is for an individual who has 
the technical know-how to get the buyers and sellers together to 
their mutual satisfaction. Since many of the motivating reasons 
behind the desire to merge are inspired by the need of tax relief, 
and since failure to take the proper steps can mean tax disaster, 
the individual most concerned with the problem of merging is the 
corporate tax advisor, be he head of the tax department, of 
counsel, or from the field of certified public accounting. 

This does not mean the job of handling a merger of corporate 
interests is a one man job. Far from it, as the steps necessary to 
unite separate organizations involve many issues which are not 
even remotely connected with taxes. However, taxes are of the 
greatest importance and a successful merger of interests involves 
expert tax guidance not only in the mechanics of merger but in 
the field of estate planning, personal income taxes, compensation 
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incentive programs, administrative procedures and others. All 
phases of the problem should be reviewed and passed upon by 
someone with the tax know-how. 

The foregoing generalization is probably best illustrated by 
use of the case study method. The illustration which follows is 
and is not an event from real life; each of the steps involved 
actually happened but not in the same merger. 

Early in the year 1960 the Board of Directors of the Aldex 
Corporation met to consider a proposal of a management com- 
mittee which had been authorized to consider the advisability of 
expanding through the means of acquiring a going business in an 
entirely unrelated field of industry. Prior surveys indicated that 
Aldex had reached a point where further expansion in its own in- 
dustry appeared unwarranted. Earnings had stabilized as had the 
corporation’s share of its industry’s market. The committee rec- 
ommended diversification. The following financial information of 
Aldex was submitted to the Board as being of special significance : 


Capital structure: 
4% Nonvoting Cumulative Preferred stock, 
$10 par, 400,000 shares authorized, 
200,000 shares outstanding 5 te 


wR 
chs) 


000 000 


Common stock, $10 par, 1,000,000 shares authorized, 


500,000 shares outstanding . . .......... 5 000 000 
Retained earnings . a — Sos . 18 000 000 


Net worth |. . : ; . $25 000 000 


Net current assets: 


Cash... . . , . $ 5 000 000 
Accounts receivable . 6 000 000 
Inventories . oe 6 500 000 
Other. ene dy @ o.8 500 000 


18 000 000 
Current liabilities ; jee & > a 8 000 000 


$10 000 000 


Property, plant and equipment, net of depreciation . . . . . $15 000 000 


Book value per share of common. ae Fee Re lg $46.00 
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Earnings and dividend record: 





Dividends 
Earnings per — 
Year Share of Common Preferred Common 
1959 .. . $6.40 $ .40 $3.00 
1958 . 20 . 40 4.00 
1957 6.90 .40 4.00 
1956 . 4.80 40 2.00 
G5... . FW 40 2.00 


Market value of shares: 
Common (listed on national exchange) 
1958 . . . . High $65 Low $55 
1959 . . . High 73 Low 48 
Current ..... $40 
Preferred (unlisted) 


All recent sales at par. 


In submitting the foregoing information to the Board, the 
Comptroller expressed the opinion that any acquisition should 
provide an equal or better return on the investment in comparison 
to that shown by the company’s own experience over the last five 
years. Average earnings expressed as a percentage of net worth 
approximated 13!4%. The Comptroller also expressed the opinion 
that any investment should not deplete the company’s cash posi- 
tion below an amount approximating $3,000,000. 

After reviewing the entire matter the Board adopted a resolu- 
tion authorizing the management to investigate the possibilities 
of acquiring a business for the purpose of diversifying the opera- 
tions of Aldex. The purchase price should not exceed $5,000,000 
of which only $2,000,000 was to come from the company’s cash, 
The balance of the purchase price could consist of preferred or 
common stock, debentures or funds obtained from bank loans. 
Particular attention should also be paid to the matter of obtaining 
‘apable management. The use of long-term contracts, deferred 
compensation plans, or stock options was authorized. All of the 
foregoing was, of course, subject to stockholder approval. 

Mr. Green, a member of the Board and President of the com- 
pany’s chief depository bank, announced that he knew of a closely 
held corporation whose stockholders might be interested in selling. 
He believed the corporation could be purchased and that the pur- 
chase price would be within the limits set by the Board. Accord- 
ing to Mr. Green the company:had been organized just prior to 
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World War II and had shown a substantial growth in the elec- 
tronics field, an industry quite distinct from that carried on by 
Aldex. The business had originally been a partnership consisting 
of two individuals. One of the founders had died and his only son 
had inherited his stock. The son was very active in the business 
and, in Mr. Green’s opinion, was responsible for much of the 
recent growth. The son and the other founder were not com- 
patible; therefore, there was a good chance that both parties 
would be willing to sell their interests. Mr. Green recommended 
that every effort be made to retain the services of the son. The 
Board then authorized Mr. Green to approach the individuals in- 
volved and if they appeared interested to obtain copies of financial 
statements and whatever other data was available. 

Several days later Mr. Green called Mr. Larry, President of 
Aldex, and stated that he had talked to both Mr. John Brown 
and Mr. George White, the stockholders of Thetaton Company, 
Inc., and both had expressed an interest in the matter of disposing 
of their stock and were willing to discuss the matter with Mr. 
Larry or any person designated by him to represent Aldex. Mr. 
Green also stated that he had obtained copies of Thetaton’s 
audited financial statements for the last five years. These reports 
were received by Mr. Larry and analyzed by A. J. Deahl, the 
Comptroller. Subsequent preliminary negotiations resulted in an 
audit of Thetaton and an appraisal of its physical properties. 
Mr. Deahl, being satisfied with the summary of sales and cost of 
sales, presented the following information to Mr. Larry: 


Condensed balance sheets: 








Book Appraised 

Values Values 
Cash. . or ve i 4p se <8 $ 500 000 $ 500 000 
Government bonds es t's bm &. 4 500 000 500 000 
Accounts receivable : be 6 He Ges 450 000 450 000 
Inventories . : ; ee hs HG 350 000 $50 000 
Total current assets. > e % 1 800 000 1 900 000 
Cash surrender value of life insurance. 55 000 55 000 
Property, plant and equipment, net . . 2 245 000 3 945 000 
‘Total assets... 2 . 6 6 ss $4 100 000 $5 900 000 
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Accounts payable ........ $ 200 000 $ 200 000 
Accrued expenses ......... 200 000 200 000 
Provision for taxes on income . . . : 400 000 400 000 
Total liabilities . . . oe 800 000 800 000 

Capital stock (4,500 shares authorized, 
4,000 shares outstanding) . . . 400 000 400 000 
Retained earnings . ee , 2 900 000 2 900 000 
Appraisal surplus. Mig A A? — 1 800 000 


$4 100 000 $5 900 000 


Summary of earnings and dividends: 
Extraordinary Deductions 
Earnings Net of Tax Credits* Dividends 


1959 . -— . $482 000 $60 000 $120 000 
1958 . . j 456 000 60 000 100 000 
1957 . : 5 430 000 50 000 24 000 
See. cas B Gas 382 000 40 000 24 000 
1955. Sy gh RL 330 000 40 000 24 000 
Average ..... 416 000 50 000 58 400 


Stock ownership. 
Shares 





John Brown. . . . . 2 2 

George White... . 1 750 
Mr. Deahl also informed Mr. Larry he believed Aldex should 
attempt to acquire Thetaton at its book value ($3,300,000) but 
in any case should not offer more than $4,000,000 for the stock. 

All of the foregoing information was assembled by Mr. Larry 
and presented to Mr. Edwards, CPA, the company’s outside tax 
advisor, with a request for a memorandum as to the best method 
to be used in acquiring the operating assets of Thetaton. 

Mr. Edwards’ memorandum explained that there were gener- 
ally two types of corporate acquisitions—tax-free and taxable. If 
Aldex could acquire Thetaton at its book value, assuming book 
values represented the tax basis of assets, there was no particular 
advantage to Aldex regardless of whether the transaction was tax- 
free or taxable, as the basis of the assets acquired would be 
exactly the same as in the hands of Thetaton. On the other hand, 


* Principally salary paid to Mr. Brown and amounts paid into a profit- 
sharing plan. 
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if the consideration was to be in excess of the book values it 
would definitely be to Aldex’s advantage to have a taxable trans- 
action in order to assure a stepped-up basis for tax purposes. 

The memorandum further explained the various methods by 
which Aldex could acquire the assets. If the transaction was to 
be tax-free, three methods were available: 


1. A statutory merger! whereby Aldex would exchange its stock or securi- 
ties (i.e. bonds or notes) for the stock of Thetaton whereupon Thetaton would 
be merged into Aldex thereby losing its identity and corporate existence. 
Aldex would continue as the surviving corporation in the merger. The merger 
would have to be in accordance with the state laws and would have to conform 
in all respects with the statutory requirements established by the state. The 
statutory merger method of acquiring a business has the advantage of per- 
mitting stock exchanges without regard to voting or preference rights of the 
stocks involved. The basis of the assets acquired by Aldex would be the same 
as the basis of the assets in the hands of Thetaton’s.2, No gain or loss would 
be recognized to the stockholders of Thetaton as long as only stock was in- 
volved in the exchange.* If cash or securities (no securities being outstanding 
on Thetaton’s books) were received gain would be recognized up to the amount 
of cash or fair market values of the securities received. In view of the amount 
of retained earnings shown on the books of Thetaton, the gain would in all 
probability be taxed as a dividend.’ The basis of the Aldex stock received by 
Thetaton’s stockholders would have the same basis as their Thetaton stock.® 

The fact that Aldex caused the assets to be received by a subsidiary cor- 
poration would have no effect upon the results.’ Any carry-overs of net oper- 
ating losses, capital losses, unused pension credits and certain elections 
permitted by the Internal Revenue Code would pass to Aldex or its sub- 
sidiary including the right to use the new fast write-off depreciation methods, 
LIFO inventories, and other accounting procedures. The accumulated earn- 
ings or profits of Thetaton available for dividends would follow the assets.* 

2. If Aldex preferred to bypass the formalities of a statutory method it 
could still obtain the stock of Thetaton in a tax-free transaction merely by 
exchanging its voting common stock for the stock of Thetaton.’ Only voting 
stock of Aldex could be involved in the acquisition. The use of cash, preferred 
stock, or securities in any degree would render the transaction taxable. The 
effects of this type of reorganization upon all parties involved would be ex- 
actly the same as explained under statutory mergers with the exception of 

1 Code section 368 (a) (1) (A). 

2 Code section 362 (b) (2). 

3 Code section 354 (a) (1). 

4 Code section 354 (a) (2) and Code section 356 (a) (1). 

5 Code section 356 (a) (2). 

6 Code sections 358 (a) (1) and (2). 

7 Code section 368 (a) (2) (C). 

8 Code section 381. 

® Code section 368 (a) (1) (B). 
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the remarks relating to a wholly-owned subsidiary. Since Aldex would be 
acquiring Thetaton as a subsidiary the exception is unnecessary. 


3. The third type of tax-free acquisition would consist of a deal between 
Aldex and Thetaton rather than with Thetaton’s stockholders. In this trans- 
action Aldex would issue its voting common stock for substantially all of the 
properties of Thetaton including cash and would assume Thetaton’s recorded 
liabilities.!°. Again only voting stock could be used. Substantially is a nebu- 
lous word but in this instance the exclusion of the cash surrender value of the 
life insurance policies would probably not affect the transaction. The transfer 
of the assets to a wholly-owned subsidiary is also permitted in this type of 
transaction. None of the parties would have any recognized gain or loss and 
the basis of the assets in the hands of Aldex would be the same as in the 
hands of Thetaton. The carry-over of losses, methods, elections, earnings and 
profits discussed under statutory mergers would also result in this type of 
transaction. Thetaton could either continue its existence or could dissolve 
and transfer the Aldex stock to its stockholders tax-free. 

This acquisition of assets rather than stock appears on the surface to be 
preferable as far as Aldex is concerned as it throws the entire burden of liqui- 
dating Thetaton upon the present owners. Any unrecorded liabilities would 
be their responsibility and not that of Aldex. This would include any defi- 
ciencies in Federal income taxes. The memorandum emphasizes the impor- 
tance of this fact in view of the possible liability of Thetaton for the surtax 
on improper accumulation of surplus!! and the possibility that income has 
been understated in prior years as shown by the large difference between 
book inventories and their appraised values. 


The memorandum continued with a discussion of the methods 
by which Aldex could acquire the business of Thetaton in a tax- 
able transaction. The two avenues of approach were explained 
as follows: 


1. A taxable acquisition of stock whereby Aldex would purchase the stock 
of Thetaton from its stockholders. The consideration could be entirely for 
cash or for part cash and part stock or securities of Aldex. In the absence of 
a statutory merger it would appear on the surface that the use of cash, securi- 
ties or nonvoting preferred stock in any proportion would render the trans- 
action taxable, but in order to assure a step-up in basis, the memorandum 
suggests that at least 21° of the consideration consist of something other 
than voting stock of Aldex. Thus no one could contend that Aldex had 
acquired control of Thetaton in exchange for its voting stock.'* 

Having acquired ownership of all the stock of Thetaton, Aldex would im- 
mediately have to proceed to liquidate Thetaton in order to assure the step-up 
in basis. Where stock of a subsidiary is acquired in a taxable transaction and 
liquidation takes place within a two-year period subsequent to the date of 
purchase, the basis of the assets acquired is determined by allocating the cost 


10 Code section 368 (a) (1) (C). 
'! Code section 531. 
2 Code section 368 (c). 
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of the stock to the assets on the ratio of the fair market value of the assets 
to the total fair market value excluding cash or its equivalent from the com- 
putation.'® Since the assets have been appraised at values in excess of any 
possible purchase price, it may be presumed that all of the cost of the stock 
can be allocated to tangible assets and none to intangibles such as goodwill. 
(The Internal Revenue Service may take the position that a value should 
first be placed upon intangibles such as goodwill and that the purchase price 
should then be allocated between the tangibles and the intangibles. The 
author believes, however, that this position is untenable as any method of 
valuing intangibles should first take into consideration the rate of return upon 
the fair value of the tangible assets. If the fair value equals or exceeds the 
purchase price there can be no intangible value involved.) Immediate liqui- 
dation is recommended as otherwise two sets of books would have to be main- 
tained to adjust for transactions taking place within the interim period.“ If 
Aldex failed to liquidate Thetaton within two years, the step-up in basis 
would be lost and only the tax basis to Thetaton would be acquired in a 
subsequent liquidation.'® 

This method of acquiring Thetaton is not recommended because Aldex 
would be assuming the responsibility of liquidating Thetaton and satisfying 
any of its unpaid liabilities. 

2. The second and preferred method of accomplishing a taxable purchase 
would be a direct acquisition of assets from Thetaton. Again care should be 
exercised to be sure that substantially all of the assets are not acquired solely 
for voting stock. This is of course easier to accomplish in this type of trans- 
action since it is possible to purchase only inventories and the operating plant 
and equipment. Cash, government securities, receivables and other miscel- 
laneous assets would be retained by Thetaton who would also liquidate its 
own liabilities whether presently recorded or not. A double tax on the trans- 
action, first on the sale by the corporation followed by a second tax at the 
time Thetaton was liquidated, could be avoided by having Thetaton adopt a 
plan of liquidation before the sale was consummated followed by complete 
liquidation within a one-year period." 

On or about the same time that Aldex had asked its tax ad- 
visor for suggestions as to how to acquire Thetaton, Mr. Brown 
and Mr. White, the stockholders of Thetaton, had individually 
consulted their own tax counsel as to their sides of the question. 

Mr. Irvine, accountant for Mr. Brown, made the following 
comments. Mr. Brown was 73 years of age and a widower. Prac- 
tically all of his estate was represented by his stockholdings in 
Thetaton. Therefore, it would appear to be a wise move from an 
estate planning viewpoint to exchange his stock in a closely held 
company for stock which could easily be disposed of on a national 


18 Code section 334 (b). 
4 Reg. 1. 334-1 (c) (4). 
15 Code section 334 (a). 


16 Code section 337. 
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market. However, he suggested Mr. Brown insist on a nontax- 
able exchange. The tax basis of his Thetaton stock was very 
small in contrast with its present value and any taxable trans- 
action would have the effect of diminishing the estate by approxi- 
mately one-fourth. It would be much smarter for Mr. Brown to 
transfer his present tax base to the Aldex stock and depend upon 
estate tax valuation to step-up the basis for his heirs than to pay 
the capital gains tax during his lifetime. A fast computation 
produced the following comparison: 
Taxable sale: 


Estimated value of Thetaton stock. . . . . . $2 500 000 


Tax basis . a aes ae ne ah : 225 000 





2 275 000 


Capital gains tax 569 000 


Net estate after income tax... : Se Ps 1 706 000 
Federal and state estate taxes* . . Jeniee : 621 000 
Value of estate passing to heirs . . . : . $1 0685 000 


Tax-free exchange: 


Value of Aldex stock at time of death . . . . . $2 500 000 
Federal and state estate taxes . ere ar ae 998 000 
Value of estate passing to heirs . . . $1 502 000 


Mr. White consulted with Mr. Reed, his accountant, who ex- 
plained the results of the various methods of disposing of his 
Thetaton stock. Mr. White (who was only 46 years old) stated 
that in the long run the method used would not make too much 
difference to him as it would be his intention to dispose of most 
of any Aldex stock he received in order to diversify his invest- 
ments. The tax basis for his Thetaton stock was $885,000 based 
upon the valuation used to settle his father’s estate; therefore, 
‘apital gains would not materially deplete his estate. He stated 
he was much more concerned with receiving a satisfactory price 
for his Thetaton stock and with making arrangements for an em- 
ployment contract which would tend to soften the impact of income 
taxes and give him a chance for capital gains. 

At this stage of the negotiations a conference was arranged. 
Mr. Larry and Mr. Deahl represented Aldex and Mr. Brown and 


* State estate and inheritance taxes assumed to be equal to the state death 
tax credit allowed by Code section 2011. 
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Mr. White represented Thetaton. Mr. Larry stated that he was 
authorized by his company to make an offer to buy the inven- 
tories and the property, plant and equipment of Thetaton at their 
book value of $2,595,000. The consideration would consist of 
$1,000,000 in cash and 31,900 shares of the common stock of 
Aldex at its present value of $50 per share. Mr. White countered 
by stating that he had consulted with Mr. Brown and their asking 
price was 100,000 shares of the common stock of Aldex to be de- 
livered in exchange for all of their shares of Thetaton. After much 
shodow boxing the parties found themselves at an impasse repre- 
sented by the following considerations: 

1. Aldex insisted Thetaton had a maximum value of $4,000,000 and they 
would only purchase plant and inventories in a taxable transaction directly 
from Thetaton at a price of $3,295,000. 

2. Mr. Brown insisted upon a tax-free exchange but was willing to accept 
$4,000,000 as the value of his Thetaton stock. 

3. Mr. White agreed to the principle of a taxable transaction but in- 
sisted upon a total value of $4,500,000 and a direct purchase of Thetaton stock. 

At this point the meeting was adjourned as Mr. Larry an- 
nounced he would have Mr. Edwards study the problem to see if 
he could find some proposal which might reconcile the various 
differences of the parties. Accordingly, the problem was placed 
in the hands of Mr. Edwards. 

Several days later, after consulting all of the parties, Mr. 
“dwards suggested the following plan: 

1. Aldex would purchase the inventories, accounts receivable and plant, 
property and equipment from Thetaton and would assume Thetaton’s liabili- 
ties. Thetaton, Brown and White collectively would guarantee that unre- 
corded liabilities, including tax deficiencies, would not exceed $50,000. The 
purchase price would amount to $3,265,000 computed as follows: 


Assets sold: 


Inventories ............ 2... . . $ 450 000 
Accounts receivable ; . 150 000 
Plant, property and equipment ....... . 38 165 000 


4 065 000 





RNs. ee Re EO ee we eR RS & 800 000 
Comageration «6 is 6 ew wee eee eS 3 265 000 

Assets retained: 
nat GS oh i a ae oe RR CS Ow, Sn ee & OY 500 000 
Government bonds . cae Se Sw an for, ede Ry 500 000 
Life insurance . Se nS Ey tay “War as th, oe, ek Ses Oe 7 55 000 
Total value of Thetaton . ....... . $4 320 000 
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The consideration in satisfaction of the purchase price would consist of 
$1,020,000 in cash, 50,000 shares of preferred stock @ $10 and 34,900 shares 
of common stock @ $50. 

If Aldex is called upon to pay any unrecorded liabilities up to the maxi- 
mum of $50,000 the excess would be allocated as an addition to the cost of 
plant, property and equipment. 


2. Thetaton would not adopt a plan of liquidation. It would continue in 


existence and would pay income taxes on the gains arising from the sale. of 
its inventories and plants. It is estimated these taxes would approximate 
$280,000. The assets of Thetaton after payment of taxes would consist of 
the following: 


Assets: 
I 9 SO ete ae ee Peete $1 240 000 
Government bonds. . . . . pth poe 500 900 


Aldex corporation: 


Preferred stock 50,000 shares 500 000 
Common stock 34,900 shares. a ne 1 745 000 
Cash surrender value of life insurance 55 000 


$4 040 000 


3. ‘Mr. White would cause his 1,750 shares of Thetaton to be redeemed 
by the company. As he would be severing his entire connections with Thetaton 
he would report the transaction as a capital gain on his income tax return.” 
The gain would be computed as follows: 


a Waa nt ae Seat ata . & 767 500 
Aldex Corporation, common stock 20,000 shares @ $50 1 000 000 


Puccemiptnen PRS wk Se we Ke Hs 1 767 500 
‘Tax basis... . . ; ; 885 000 
CORI GOIR ss HENS ee oe ey eee © ee 
Tax thereon. . . ; ; R . §& 220 625 


In addition, Mr. White would sign a five-year employment contract with 
Aldex at an annual salary of $40,000. He would be named Vice-President of 
the electronics division and be elected to the Board of Directors. The con- 
tract would contain a ten-year 


“ 


noncompete” agreement. In addition, Mr, 
White would be granted an option to purchase 5,000 shares of Aldex stock at 
$50 per share within a period of five years. 


4. Mr. Brown would not redeem his shares of Thetaton which would 
remain in existence as a personal holding company, thereby retaining the 
present value of the Thetaton shares of $2,475,000 without the necessity of 
paying a capital gains tax. The corporation would also keep the life insurance 
policies on Mr. Brown’s life in force. Inasmuch as Mr. Brown would not 


1 Code section 302 (b) (3). 
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sever his connections with Thetaton his share of the profit sharing trust could 
be continued, whereas the shares of all the other participants could be satisfied 
by a lump-sum payment assuring them of capital gains treatment. 

The foregoing plan, with each party making some concessions, 
was agreed upon and the transaction was closed substantially on 
this basis. 

The Aldex-Thetaton case study is important primarily because 
it emphasizes what the author considers the main concern in deal- 
ing with the general topic of mergers and acquisitions. A mere 
knowledge of the mechanics of subchapter C of the Internal Rev- 
enue Code is not enough. The tax advisor must have knowledge 
and experience in many fields of taxation. The problems of the 
corporations must be related to the problems of the individuals in- 
volved and the transaction reviewed from every possible tax angle. 
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Incentive Compensation Plans 


A Survey of Incentive 
Compensation Plans* 


By Carl J. Simon 


The spectre of competition haunts business in many ways. Not 
only must management compete for the services of labor, for a 
marketable product, for increased sales, and for a desirable plant 
location, but it also must strive to attract and hold the highest 
caliber of executive talent. The ability to maintain a force of 
‘apable executives is a prerequisite to successful competition. 

The most obvious way to attract management talent is a 
high salary level. However, the progressive tax structure and 
the possibility of stockholder resistance often act as deterrents to 
uninhibited increases in salaries. Thus, the past few decades have 
seen the introduction and growth of alternate methods of com- 
pensation: profit-sharing plans, pension and retirement plans, re- 
stricted stock option plans, deferred compensation plans, and 
special treatment for executives, such as fancy private offices, 
executive dining rooms, chauffeur-driven cars, medical examina- 
tions and country club memberships. These alternate methods 
of compensation may well result in more efficient management; at 
the same time, they offer definite tax advantages to the executives. 

One of the oldest and most successful means of attracting 
management talent and rewarding superior performance is the 
bonus or incentive compensation plan. Through such plans, ex- 
ecutives and stockholders alike are able to achieve greater benefits 
and profits than would have been otherwise attained. This ad- 
vantage is not necessarily inherent in an incentive compensation 
plan. A plan should not be designed in a vacuum but should be 
only a part of the total compensation program for a company. 

The popularity of the idea of incentive compensation and 
differences in management philosophy and objectives have re- 
sulted in a great variety of plans. If a company is considering 
the adoption of a plan or wishes to appraise its own, it must have 
a basis for comparison. This article, which is drawn from a survey 
of 125 incentive compensation plans, is designed to provide such 
a basis by presenting a summary of the survey with statistics, 
illustrations, and, where appropriate, conclusions. 

* This paper appeared in slightly modified form in The Journal of Account- 
ancy, October, 1959, pp. 49-57. 
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The survey was limited to current and deferred payment-type 
executive compensation plans based on corporate income, payable 
in cash or stock. It did not include stock option or profit-sharing 
plans (i.e., those approved by the Treasury Department), or in- 
formal bonus arrangements. The survey covered large as well as 
small corporations and involved approximately 100 which are 
listed on a national stock exchange. Many industries are num- 
bered among the companies, including machinery and equipment, 
chemical and drug, aircraft, automobile, primary metal, petro- 
leum, food processing, electrical equipment, glass, textile, tobacco, 
and transportation. 


Objective of the Plan 


Most of the plans included in the survey contain a statement 
of objectives. The usual purpose, expressed in general terms, is 
to provide incentive and reward to those who contribute to the 
success of the enterprise. The following is typical: 

The purpose of this plan is to attract and maintain strong management 
and leadership for the Corporation by providing for incentive compensation, 
in addition to their regular compensation, for employees who are in executive, 
managerial or other important administrative positions and who contribute 
materially to the success of the business by their ability, ingenuity and in- 
dustry, and to reward such employees by making them participants in the 
results of that success. 


Definition of Income 


One of the most important considerations in any incentive 
compensation plan is the definition of income to be used in de- 
termining the amount of the additional compensation. Many 
companies begin with an easily identifiable and defensible figure, 
such as net income reported to stockholders. One plan states this 
basic definition as follows: 

For any year “Consolidated Net Income” shall mean the consolidated 
net income of the Company and its consolidated subsidiaries for such year, 
determined in accordance with generally accepted accounting principles, as 
certified by the independent public accountants of the Company and shown 
in the Statement of Consolidated Income published in the Company’s Annual 
Report to its stockholders for such year. 

Additions to and deductions from this income figure may be 
stipulated to arrive at the amount to be used in computing the 
incentive compensation fund. Among the items that are fre- 
quently added back to net income are income taxes and the in- 
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centive compensation itself. Some plans specify that capital gains 
should be deducted and capital losses added back; similar treat- 
ment may be given to other types of income or expenses. 

“Income taxes,” as defined, is usually limited to United States 
income and excess profits taxes; only a few plans take into ac- 
count state or foreign income taxes. One of the reasons frequently 
given for adding back income taxes is that the executive should 
be held responsible for before-tax profits but not for the taxes 
themselves; the imposition of or the removal of an excess profits 
tax, for example, might act as a hardship or a windfall to the 
participants. Another reason sometimes advanced for using before- 
tax income is that the percentage used is only about one-half of 
that required to attain the same distribution if the compensation 
were based on after-tax income. 

The arguments on the other side state that income taxes are 
an expense to the business like any other expense and that man- 
agement should be charged with the responsibility for keeping the 
tax expense at a minimum; in addition, stockholders, who share 
in the profits, must bear the consequences of changes in tax rates 
and management should be in a similar position. 

The survey indicates that 73 plans define income as meaning 
before taxes, and 52 plans define it as meaning after taxes. A few 
of the latter plans, established in the late °40’s, deduct a fixed 
rate of 38 per cent of income before taxes. 

Of the plans surveyed, 75 provide that the bonus itself should 
be added back in determining income for purposes of executive 
compensation. This provision is defensible on the ground that 
the participants should not be charged with the bonus expense 
itself as well as on the practical grounds that it eliminates the 
necessity of using algebraic equations in the formula. 

Much attention has been paid in recent years to the question 
of excluding capital gains and losses from the income figure used 
in computing the bonus. Despite such attention, and despite the 
amendment of plans by a few companies to exclude capital gains 
and losses, the survey indicates no general trend in this direction, 
since only 17 of the 125 plans have such a provision. The writer 
feels that incentive compensation plans should not exclude capital 
gains and losses for the following reasons: 

1. It is difficult to provide a definition of capital gains and losses which 
may be applied in all cases, 
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2. The bonus paid to participants should represent a reward for conduct- 
ng all the affairs of the company, including the decision to sell assets which 
result in capital gains and losses. 

3. A profit or loss resulting from the disposition of an asset often arises 
because of inaccurate depreciation allowances in the past, and a substantial 
part of the apparent profit or loss is merely an adjustment of prior years’ 
depreciation expense which has been charged against the bonus base. 

+. A profit may also reflect management’s business acumen in making 
the investment in the first place or in finding a buyer willing to pay the price 
asked by the company. 

If it is decided to exclude capital gains and losses from the 
base for computing the bonus, the company should make every 
effort to spell out in detail exactly what types of transactions are 
meant. Otherwise, there may well be areas of doubt arising in 
ach year as to the correct amount of income subject to the bonus 
computation. 

Eighteen plans provide that special or nonrecurring items of 
gain or loss may be excluded from the computation of income at 
the discretion of the bonus committee or the board of directors. 
One company uses the following wording: 

. excluding such unusual items of income or loss as, in the discretion of 
the Board of Directors, should not be included in the current year’s earnings 
for such purpose. 


In the writer’s opinion, such a provision offers a good solution 
to the problem of including or excluding unusual items so long as 
the persons exercising the discretionary powers are independent 
of those who receive the additional compensation. This provision 
might be applied if, for example, adjustments affecting income of 
years before the present management took office or before adop- 
tion of the plan (such as sale of an idle plant, federal income tax 
adjustments, and the like) were reflected in the current year’s 
income account. Under these circumstances, current management 
probably should not receive a windfall or be penalized; such items 
might be eliminated after due deliberation. 

A number of the 125 plans included in the survey exclude 
from the definition of income such items as interest on long-term 
indebtedness (17), income from certain subsidiaries and affiliates 
(15), contributions to pension and other employee benefit plans 
(10), or proceeds from life insurance policies (2). Interest on in- 
debtedness is usually added back only if the plan provides that no 
bonus is payable until the return on capital, including by defini- 
tion long-term debt, exceeds a specified amount or percentage. 
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Adding back the interest expense in this case prevents a “double 
charge”’ in the plan. 

The following tables summarize the results of the survey with 
regard to the definition of income for purposes of the bonus 
computation: 


STARTING POINT FOR DETERMINING INCOME 


Number 

After taxes and after incentive compensation. .... ; . 
Before taxes (after incentive compensation)... . cso sieens 28 
Before incentive compensation (after taxes)... . 5 ee 
Before taxes and before incentive compensation ; 4 45 

Total ; ead : ; 125 

EXCLUSIONS 

No exclusions. ...... 55 
Capital gains and/or hanes. 17 
Interest on long-term Ee a ; : 17 
Income from certain subsidiaries and affiliates....... 15 
Contributions to pension and other employee benefit slew. ee 10 
CREE GUCTNIONIR 655 ook Stig ss oh ome 23 


At the discretion of the ‘end of ten or oeiioatiiu ‘ring committee 18 
To eliminate duplications (plans excluding more than one type of item) (30) 


Nee ee ee . ete : .» 12 


Total. .... 


Deductions from Income 


In most plans included in the survey, the executives do not 
begin to earn a bonus until some part of the income has been re- 
served for stockholders or for reinvestment. Fifty-six plans re- 
quire that a specified percentage of capital employed be deducted 
from income before any bonus is earned; 17 plans deduct a speci- 
fied dollar amount from income; 16 plans deduct a stated amount 
per share of common stock or the requirements for dividends on 
preferred stock; and 12 plans require a combination of the deduc- 
tions or permit alternate deductions. Typical provisions covering 
these deductions are as follows: 

The Company shall establish and maintain a Supplemental Compensa- 
tion Reserve to which shall be credited for each year an amount equal to 
6% of the Income for such year, after first deducting from the amount of such 
Income an amount equal to 10% of the Capital Employed in the Business. 

A bonus reserve shall be maintained by the Company to which shall be 
credited for each calendar year an amount equal to 6°% of net earnings of the 
Company in excess of $500,000, 
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Out of the consolidated net income..., the Board may set aside, on 
the recommendation of the Committee, not more than 10° of the amount 
by which consolidated net income exceeds $1.50 for each share of the Capital 
Stock of the Corporation outstanding at the close of such year. 


All of the 60 plans (56 mentioned above and four with alternate 
deductions) which require the deduction of a return on capital 
employed include capital stock, capital surplus and earned surplus 
in the definition of capital. Twenty-four plans require the addi- 
tion to capital of long-term debt on the premise that stockholders 
are entitled to the first return from the investment of such funds, 
and of these 24 plans, 17 preclude the double charge mentioned 
sarlier by adding back interest on long-term debt to income for 
bonus computation purposes. Other adjustments to the basic 
definition of employed capital, which occur infrequently, provide 
for deducting such items as treasury stock, appraisal surplus, or 
investment in partly owned subsidiaries. 

In defining capital employed, the date at which it is computed 
has significance. Three plans state that the capital should be 
computed at the end of the year; since the bonus is a factor in 
determining capital at that time and since the capital at that 
time is a factor in determining the bonus, it is necessary to revert 
to an algebraic equation. Another disadvantage of using capital 
at the end of the year is that the issuance of new stock or bonds 
in December, for example, would work a hardship on the partici- 
pants who would be expected to have realized a return on this 
additional capital for an eleven-month period prior to receipt of 
the proceeds. Fifteen plans provide that capital employed shall 
be determined at the beginning of the year (which also has a dis- 
advantage in that the management is not required to earn any 
return on stock or bonds issued during the year, even if the trans- 
action occurred in January). Fifteen more plans begin with capital 
at the beginning of the year with adjustments for issuance of 
new stock or debt and retirement of stock or debt. The writer 
believes this to be the most equitable method of determining 
‘apital employed for purposes of bonus computations. Sixteen 
plans in the survey use a monthly average of capital employed or 
an average of the beginning and end of the year figures; the re- 
maining 11 of the 60 plans do not state specifically the date at 
which capital employed should be computed. 
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An excellent definition of capital employed, used with slight 
variations in a number of plans, is as follows: 


The term shall mean the total of capital stock, paid-in surplus and re- 
tained earnings plus debt [defined elsewhere as long-term debt] as shown in 
the statement of financial position as of the end of the year preceding the 
year for which Incentive Earnings are to be computed, less any treasury stock 
at cost, plus or minus a proportionate allowance for any change during the 
year, based on the period of such change, in the amount of capital stock, 
paid-in surplus, or debt, from newly issued or finally retired capital stock, 
except treasury stock previously deducted, or from increase or decrease in the 
outstanding principal of debt. 


Conditions and Limitations 


As an alternative to the deductions from income discussed 
above, and sometimes in addition thereto, some plans state that 
no bonus shall be paid unless certain conditions are met. Other 
plans place limitations on the maximum amount of the bonus. 
For example, one plan states: 

No credit shall be made to the reserve for and in respect of any year in 
which dividends aggregating $2 per share have not been declared and paid 
on the Common Stock of the Company. 


Another plan limits the maximum amount of the bonus in the 
following manner: 


The amount of such provision made for any year shall in no event exceed 
the amount or value of dividends paid thereon during such year. 


Still another plan bases its limitation on the salaries of the 
participants. It states: 

In any one year the total paid to the group from the fund so provided 
may not exceed 50% of the total base salaries of the participants nor may 
payments to any participant exceed 50% of his base salary. 

Of the 16 plans that base limitations on salaries of partici- 
pants, 6 place the maximum at 100° of base salaries, 4 place it 
at 50%, 1 at 25%, 1 at 20%, 2 at 15%, 1 at 10%, and the re- 
maining plan does not indicate the percentage used. Without 
knowing the salary and total compensation policies of the com- 
panies, one should not place undue emphasis on the percentage 
limitations. However, there is little doubt that such a provision 
tends to make incentive compensation plans more palatable when 
stockholder approval is requested. 
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The following table summarizes the limitations included in 
the various plans: 


Number 
Dividends in stated amount per share must have been paid.......... 17 
Bonus must not reduce income below: 
A fixed dollar amount........ oer Seating hieta nis 2 
A stated amount per share........................ j Bh asess 8 
A stated return on capital... 2... isteveus bs 10 
Bonus must not exceed a stated percentage of dividends paid........ 9 
Bonus must not exceed a stated percentage of participants’ salaries... 16 
Other a ee Lean ROE YT Cay EMS BAPE OT g 
To eliminate duplications (plans with more than one type of limitation) (12) 
Plans with no limitations. és aE S eared 924.0% ETC Ce ae OO 
Total “ee inteedba cRGigutes eee . ..» 195 





Computation of the Bonus Amount 


The majority of the plans included in the survey use a per- 
centage of income to compute the bonus amount. The various 
methods employed are set forth below: 


Number 
Flat percentage of income............... one Ra he tia eee dette ws 87 
Flat percentage of income with limitations......................... 4 
Ascending percentage of income...... Oe Te re 12 
Descending percentage of income.....................-2.04-- ated 9 
| ee eg are idle a sy Sefsusbidn ae Snciveis GindyaoRte @ Ota e bek taied Graal 13 
Total... Sse) soe peds Ryne ah Sick tenors Ges SN A ieee nar’ aria tn Bet 125 





It is apparent that most of these companies favor the use of a 
flat percentage of income. The actual rates used are, to a great 
extent, meaningless because of the effect of deductions, restric- 
tions and limitations before applying the percentage. Also, it 
should not be forgotten that incentive compensation is only one 
segment of the total compensation structure and should not be 
appraised without considering salaries and other benefits. 

It might be of interest, however, to note that, while the rates 
range from 1 to 25 per cent, the rate most frequently used is 
10 per cent, and two-thirds of all plans use between 5 and 121% 
per cent. Rates are generally higher when based on after-tax 
income, but they do not vary proportionately to the federal in- 
come tax rate. The arithmetic average for before-tax plans is 8.4 
per cent, and 10 per cent for after-tax plans. A general conclusion 
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from this fact might be, without considering other important 
factors, that plans basing bonus on income before taxes are more 
liberal than those using income after taxes. 

A few companies use a rather unusual method for determining 
the actual amount of the bonus. The plan may provide, for 
example, that if net income is between $1,000,000 and $1,200,000, 
each participant will receive 10 per cent of his base salary; if net 
income is between $1,200,000 and $1,400,000, each participant 
will receive 12 per cent of his base salary, etc. In the writer’s 
opinion, this method of determining the bonus amount has a 
serious disadvantage. Since the bonus amount is a percentage of 
the total base salaries of the participants, management may in- 
crease the gross amount of the bonus by either adding more 
participants or by granting raises to the participants. It would 
seem that a plan is more effective if increases in the total bonus 
result only from increases in net income. 


Carry-Over of Fund 


A number of plans provide that the entire amount of the 
bonus must be distributed each year; others provide that the 
board of directors or administering committee has the right to 
pay less than the total available, with any amounts not paid out 
reverting to the general funds. Still other plans provide that the 
unexpended portion of the bonus should be placed in a liability 
account and may be distributed in future years. Approximately 
one-half of the plans surveyed incorporate the carry-over feature. 


Eligibility 


Selecting the participants in an executive compensation plan 
presents a difficult problem. Spreading the fund over too many 
participants may reduce the size of an individual’s bonus below 
that generally regarded as sufficient to provide a real incentive. 
Concentrating the bonus in the hands of relatively few individ- 
uals may result in excluding members of the management team 
who should participate. It is therefore only logical that a major- 
ity of the plans surveyed provide that determination of the par- 
ticipants shall rest exclusively within the discretion of the presi- 
dent, the board of directors or the compensation committee. One 
plan expresses the eligibility requirements as follows: 

The individuals eligible to receive awards under the Plan shall be such 
Employees as the Committee shall determine each year are key employees 
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who are in positions to contribute to a substantial degree to the success of 
the Company. 

Other plans actually designate the management positions that 
will participate and may even state the percentage of participa- 
tion of each. An example of this type follows: 


The following executives shall participate in moneys payable under the 
plan in the following percentages: 


President....... ni eee S00% 
Vice President... . . 22.5 
Treasurer...... 22.5 
Sales Manager..... 10.0 
Secretary..... , 5.0 
90.0% 


The remaining 10 per cent shall be distributed to such persons and in 
such amounts as the Board of Directors shall direct. 


The following table indicates the various methods used for 
determining eligibility requirements. In a number of cases where 
a minimum salary is the prerequisite, the committee or board of 
directors may, in special circumstances, exclude individuals mak- 
ing more than the minimum and include some making less than 
the minimum. 


Number 


Determined by president, board of directors or committee. . , . 92 
Designated officers or positions............ irre chides ond 14 
Minimum salary level......... ; ; ss Biel . 15 
Minimum period of service... . bina : narace eit 1 
No information............ , ; ne é 

Total... i... ‘ eer , ais ne dd ; 125 


Allocation to Participants 


To a participant in any plan, the most important consideration 
is the method of allocating the bonus among the participants. 
Most plans provide that the allocation should be left to the dis- 
cretion of the administering body, whether it be the board of 
directors, a committee, or top management. The belief is that 
only by making the awards completely discretionary can out- 
standing merit be properly rewarded and that it is foolish to 
assert that everyone makes the same or even a proportionate 
contribution to the success of the company. It is also felt that 
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this discretionary power is a valuable one and should be exercised 
by management. On the other hand, a sizable minority of the 
plans provide that the bonus shall be divided among the partici- 
pants in proportion to the base salaries of the participants. The 
justification for this method is that management works as a team 
and that the success obtained would have been impossible with- 
out the contribution of all members of management. It is also 
felt that many discretionary awards are actually made (after due 
deliberation by the administrative body) on the basis of relative 
salaries and that awards not so made may reflect nothing more 
than personal favoritism or antipathy toward individuals. 

Provisions setting forth two different methods of allocating 
the bonus are shown below: 

Subject to the foregoing limitations ..., the total amount of additional 
compensation, if any, that may be authorized for any year, the participants 
in such additional compensation, the apportionment thereof among such par- 


ticipants and the time or times of payment thereof shall be determined by a 
Committee of the Board of Directors. 

As soon as convenient after the end of each calendar year there shall be 
paid to the employees described above, in proportion to their respective 
salaries during such calendar year . . . 5% of the gross profits of the Company 
for the preceding calendar year in excess of gross profits in the sum of $4,500,000 
for such calendar year. 


The table below illustrates the different methods of allocating 
the bonus among the participants: 


Number 

At discretion of administrative body...... Spt eee vio. Fae 
In relation to salaries of participants..... ss 29 
In relation to shares assigned to participants... . 10 
Other... ....... eerrt 2 
No information........... 2 
To eliminate duplications....... : (8) 

Total. presbas oie Sites Ae ‘ re 125 


Payment—Cash or Stock 


The earliest incentive compensation plans made payments to 
participants generally in cash and generally at the end of the 
company’s fiscal year. In recent years, however, a number of 
plans have incorporated stock payment provisions, whereby some 
or all of the bonus is payable in common stock of the company. 
The theory behind stock payment is as follows: first, the employee 
participates in the growth of the company not only during the 
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current year but during future years as well; second, management- 
ownership is encouraged; and third, if previously unissued stock 
is used, cash is conserved. Twenty-six plans permit the payment 
of some or all of the bonus in stock, and ninety-nine either specify 
cash payments or are silent. One of the plans that permits pay- 
ment in cash or in stock states as follows: 

In the discretion of the Committee, incentive compensation awards for 
any year may be in common stock of the Company, or in cash, or partly in 
such common stock and partly in cash. 

When a plan permits payment in either cash or common stock, 
it usually states that the choice is at the discretion of the com- 
mittee, as in the example above. Frequently, the intent is that 
participants receiving smaller bonuses will receive cash while those 
entitled to larger bonuses will be paid in stock. One plan makes 
this intent clear by using the following paragraph: 

With respect to any key employee eligible for incentive compensation 
whose incentive compensation is $10,000 or more and whose total compensa- 
tion is the sum of $50,000 or more, the Board of Directors may, if in its sole 
discretion it elects so to do, authorize by individual contract between the 
Company and each such individual employee, selected by the Board of Direc- 
tors from within the said class, the following individual plan. 

The individual plan mentioned refers to payment partly in 
cash and partly in a contingent allotment of stock payable after 
retirement. 


Time of Payment—Cash 


There are three general methods for paying a cash bonus: im- 
mediately (which may include estimated amounts during the year 
the bonus is earned, with the remainder paid as soon as the exact 
amount is known); in instalments (usually limited to a maximum 
of five years); or deferred until retirement, death or separation. 
Combinations of two or even all of the above methods are quite 
common, and each method has its advantages. 

Immediate payment of the bonus represents, in theory at 
least, the proper manner of rewarding participants under a true 
incentive plan. If the company has a good year, the employees 
who share in the plan receive an immediate reward; if the com- 
pany has an unsuccessful year, the participants get a small bonus 
or possibly no bonus at all. Since the reward for successful per- 
formance is paid at once, a psychological goad is always present. 
In addition, if the bonus earned is relatively small, dividing it 
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into still smaller segments for purposes of paying in instalments 
or deferring it may reduce the amount currently paid below the 
minimum amount needed to offer an incentive. Because of this 
factor, bonuses to middle management employees are frequently 
paid immediately even if bonuses to top executives are deferred. 
The wording in one plan reads as follows: 

Awards from the Fund with respect to any year shall be paid in cash and 
payment thereof shall be made as soon as practicable after the independent 
auditors of the Corporation shall have completed the annual audit of the 
Corporation’s accounts for such year. 

Payment in instalments also offers certain advantages. If the 
profits of the business are volatile and fluctuate widely from year 
to year, the participants are enabled better to plan their personal 
finances since fluctuations in their income are to some extent 
leveled. This leveling process will also save money for participants 
on the cash basis for tax purposes, because of the progressive rate 
tax structure. From the company’s standpoint, an important 
advantage is the hold that it can exercise over the participants in 
the plan. Since the participants under most plans of this type 
must “earn out” the instalments by remaining in the employ of 
the company, they are less likely, for example, to accept lucrative 
offers from competitors at the expense of losing their equity in a 
substantial bonus. On the other hand, the company retains the 
right to discharge the employee and, depending on the reason for 
the discharge and the terms of the incentive compensation plan, 
may or may not pay the instalments not yet “earned out.” 

Payment of bonuses in instalments is used by many of the 
leading companies in the country. One plan provides for instal- 
ments as follows: 


Upon final determination of bonus awards by the Committee, each award 
of $1,000 or less shall be paid at the time of award. Each award of more 
than $1,000 shall be paid in annual instalments of 20% or $1,000, whichever 
is greater, the first such instalment at the time of award and the remaining 
instalments in January of each succeeding year if earned out by the bene- 
ficiary by continuing service with the Corporation at the rate of 1/12th of the 
amount of the first instalment for each complete month of service beginning 
with January of the year of determination. 


None of the plans in the survey require deferred payment of 
cash bonuses, although some permit the time of payment to be 
determined by the administering committee. For example, one 
plan states as follows: 








LYBRAND JOURNAL 


In its discretion the Incentive Committee may direct that the amount 
allocated to any participant for any fiscal year shall be deferred and paid to 
him, his designated beneficiary or his estate in specified instalments following 
his retirement, death or termination of service. 

This plan goes on to set up conditions designed to prevent the 
deferred amount from being taxable to the participant in the year 
the bonus is declared. The language used is as follows: 

When payments to participants are deferred pursuant to this paragraph, 
the Incentive Committee in its discretion may direct that such payments be 
conditioned upon the participant’s continued employment, his keeping him- 
self available after retirement as a consultant, his abstaining from any prac- 
tice which tends to compete with or harm the corporation, or any similar 
conditions specified by the Incentive Committee. 

Under Rev. Rul. 60-31, I.R.B. 1960-5, 17, it would appear no 
longer necessary to include such conditions in a deferred plan. The 
ruling holds that so long as the future payment of the deferred 
compensation is merely a contractural obligation of the employer 
and is not funded or secured by any arrangement with a trustee or 
escrow agent and no other circumstances suggesting constructive 
receipt are present, a cash basis employee will not be taxable until 
the compensation is actually paid. There is of course no objective 
to including the conditions in the plan if the employer desires such 
protection. 

Some participants prefer to receive their bonus immediately 
while others favor deferment of all or a part of the incentive com- 
pensation. Those preferring the deferred feature realize that they 
are able to build up a retirement fund for themselves and an 
estate for their families and that the income, which is taxable 
when received, will presumably be taxed at a lower rate. Other 
participants may feel that since they have earned the money, 
they should be entitled to its immediate use and should be per- 
mitted to establish their own retirement program. In addition, 
some people fear that inflation may cause an erosion in the eco- 
nomic value of the accumulated funds. This last factor is one of 
the reasons for the adoption of plans calling for payment of the 
deferred bonus in common stock, rather than cash. 


Time of Payment—Stock 


Of the 26 plans permitting payment of the bonus in either 
‘ash or common stock, four provide that the stock must be dis- 
tributed immediately. One plan states that the stock bonus is to 
be paid in instalments not exceeding five years, and eight provide 
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that any payment in stock must be deferred until retirement, 
death or separation. The remaining 13 plans have combination 
features, ten permitting either current payment orpayment in instal- 
ments, and three plans permitting current or deferred payments. 

All of the plans specifically state that the stock to be dis- 
tributed should be common stock of the company. Whether the 
stock is to be treasury or newly issued stock appears to be a 
matter of choice: twelve plans specify treasury stock, one plan 
requires newly issued stock, seven plans permit either, and six 
make no mention of the type to be used. 

When common stock is involved, the company must set a 
value per share in order to determine how many shares of stock 
are to be awarded to each participant. Of the 12 plans specifying 
that only treasury stock may be used, six provide that the average 
value of all stock acquired for the bonus plan is the basis. One 
of these plans states: 

The value per share at which acquired stock will be awarded in any year 

. shall be an amount equal to the average value at which all shares in the 
bonus account are carried on the books of the Company on such date as may 
be fixed by the ... Company. 

Two plans requiring treasury stock fix the value at the closing 
price at which the stock was sold on a national exchange on the 
day before the award; one uses the mean price on the date of 
award; one fixes the value at 80 per cent of the average of the 
daily bid and asked prices for the 30 days prior to the award; 
one averages the high and low sales price on the last day of each 
month during the year of award; and the remaining plan states 
as follows: 

Treasury stock used for Incentive Awards shall be valued for award pur- 
poses at the average of the daily closing market prices at which... stock 
sold ...for the first twenty-five trading days out of the thirty trading days 
immediately preceding the date of the Committee’s determination of individual 
Incentive Awards. 

The one plan that requires newly issued stock defines the 
value to be used as follows: 

The value of the common stock delivered to a member pursuant to this 
Plan shall be the last sale price of ...common stock...on the day the 
Company’s Auditor certifies the Company’s annual audit. 

Of the remaining plans, the most popular method of valuing 
the stock appears to be the closing price on the day prior to the 
award. 
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When the stock is distributed currently, no problem exists as 
to the treatment of cash dividends. If the distribution is deferred 
or in instalments, the plan should specify what happens to the 
cash dividends that the participant would have received if he had 
owned the stock during the waiting period. The following table 
summarizes this information for the 22 plans that do not require 
current distribution: 


Number 
Dividends not paid or credited sieve sla enans his 1 
Dividends paid to participants on regular dividend ion hasan . 3 
Dividends accumulated and paid in cash at time stock is dictathaned. . 
Dividends converted to stock, thus increasing number of shares deferred Q 
We SIR Sos feSriG schist wie: or bya Same aesr s VCD aA Oe SiH eats taste abe 5 
NS i 2b.0 5.3 eae EOE ere Mh ere hk era tee oaleedietae eu aent 2 


The use of the word “dividends” in the paragraph above may 
be somewhat of a misnomer, since dividends are not actually paid 
on treasury or unissued stock. To avoid possible misinterpreta- 
tion, a number of plans use terms such as “dividend equivalents” 
or “dividend units.” One of the plans handles this matter as 
follows: 

There shall also be credited contingently to the Participant’s account an 
amount equivalent to the cash dividends and the cash value of any property 
dividends (herein referred to as “dividend equivalents’’) that would have been 
paid upon the “Share Units” credited to the Participant’s account on the 
record dates of such dividends, if said “Share Units’’ had then been stock of 
the Corporation issued and outstanding. 

Many of the plans that defer the payment of stock provide 
that the stock will not actually be issued or purchased until time 
of payment. Until that time, the stock is represented only by a 
record maintained by the company. This record indicates the 
number of shares owed to the participant and accumulates the 
dividend equivalents to be paid. The fact that the stock does not 
actually exist has led to the use of the term “shadow stock” to 
describe this type of plan. Other companies may refer to “basic 
units,” “contingent allotments,” “share units” or a similar term. 

Stock payments after retirement are usually paid over a ten- 
year period. Of the 11 plans that permit deferment, two state 
that payment shall be made over ten years, two state “not more 
than ten years,” one spreads payments over 15 years but not past 
age 80, one is silent, and the other five use language similar to 
the following: 


72 


Incentive Compensation Plans 


The number of such instalments shall be ten if employment terminates 
at age 65 or over, eleven if employment terminates at age 64, twelve if em- 
ployment terminates at age 63, thirteen if employment terminates at age 62, 
fourteen if employment terminates at age 61, and fifteen if employment 
terminates prior to age 61. 


Other Provisions 


Many of the plans included in the survey have paragraphs 
covering other matters, such as indemnification of the incentive 
compensation committee, amendments to the plan, expenses of 
the plan, and changes in the company’s fiscal year. With regard 
to the last two subjects, one plan states: 

In the event of any change in the Corporation’s fiscal year, the Plan 
shall apply to any intermediate period not consisting of twelve months and 
shall then apply to each succeeding fiscal year. 

The expenses of administering the Plan shall not be charged against the 
Account. 

A few plans, on the other hand, do provide that the expenses 
of administering the plan should be charged to the bonus fund. 

With regard to amending or terminating the plan, the board 
of directors is usually given the authority to make changes, with 
some limitations. For example: 

The Board of Directors may from time to time amend, modify, change 
suspend or terminate, in whole or in part and if terminated, may reinstate 
any or all of the provisions of the Plan, except that: 

(1) No amendment, modification, change, suspension or termination may, 
without his consent, affect the payment to any participant of any participation 
awarded to him prior to the effective date of such amendment, modification, 
change, suspension or termination; 

(2) No amendment, modification or change may withdraw the obligation 
and right of interpretation and administration of the Plan from a Committee 
of the Board of Directors, no member of which (except the ex officio member) 
is eligible to participate under the Plan, without the prior approval of the 
stockholders of the Corporation; and 

(3) No amendment, modification or change may be made which will 

increase the amount which may be appropriated to the Incentive Compensa- 
tion Account as hereinabove provided without the prior approval of the 
stockholders of the Corporation. 
Occasionally, the board may be empowered to amend or ter- 
minate the plan without any limitations; this power is usually 
granted only if the plan was not submitted for approval to 
stockholders. 

An example of the provision that indemnifies the members of 
the administering committee is as follows: 
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No member of the Committee shall be liable for any act, omission, de- 
termination, construction or communication made by himself, the Committee 
or by any other member thereof, except to the extent that the same shall 
constitute wilful misconduct upon his part, and the Corporation hereby agrees 
to indemnify and save harmless each person acting as a member of the Com- 
mittee from all loss or damage that may or might result from his acts as 
such member, except such acts as constitute wilful misconduct upon his part. 


Recent Developments 


Many companies have continued to examine the possibility of 
changing their plans with a view to providing additional benefits 
to executives in high tax brackets. One development which has 
been publicized recently is the integration of the deferred stock 
bonus with a restricted stock option plan. The purpose of this 
integration is to permit the participant to take advantage of in- 
creases in market value of the stock at the lowest possible tax cost. 

A development in deferred cash compensation plans is that the 
amount to be paid upon retirement not be fixed but be pegged to 
some sort of index. Suggested indices have included assets, sales, 
or profits of the company, salaries for comparable positions, or 
national indices, such as those supplied by the Bureau of Labor 
Statistics. The purpose of this feature is to provide protection 
for the participant against inflationary trends; the feature would 
benefit the company in the event of a depression unless downward 
adjustments were not permitted under the provisions of the plan. 

The two examples above are presented just to show that 
executive compensation plans are not finite but continue to evolve 
and are subject to change. It is true that a plan which has been 
successful in the past must have been a good plan, but it does not 
necessarily follow that developments in executive compensation 
since the plan was adopted could not be incorporated to result in 
an even better plan. A critical review of plans which have been 
in existence for a number of years may pay dividends if goals 
and incentives are redefined, if salaries and other compensation 
are brought into line with current thinking, and if the plan is 
modernized to take advantage of recent developments. 


Summary 


In this article, the writer has not attempted to define an 
incentive compensation plan that would be ideal for all companies; 
no such plan exists. Instead, the article is intended to point out 
current practices as found in the survey undertaken for this pur- 
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pose. It offers information as to alternative provisions which 
may be adopted and indicates areas of unanimity or near-unanim- 
ity which possibly should appear in most plans. Basically, how- 
ever, each plan should be tailored to the requirements of the 
individual company; each plan should be considered as part of 
the total compensation structure; and each plan that is adopted 
should be reviewed regularly to take advantage of current devel- 
opments in the fields of incentive compensation and related taxes. 
Only in this way can a plan hope to do what is expected of it- 
to provide an incentive to the employees which will result in 
greater benefits to them, the company, and its stockholders. 
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The presentation by Mr. Richard W. Russell (left) of a scholarship awarded by 
the Los Angeles partners to Mr. Larry A. Leochner at a meeting of the Tota 
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Administration of an Estate 


The Role of the Accountant in the 
Administration of an Estate 


By G. W. Welsch 


Many articles have been written recently describing the role of 
the accountant in business and tax matters and the relationship 
between the legal and accounting professions. One of the most 
interesting articles on this subject is Accountant as Problem-Dis- 
coverer, a transcript of an address delivered at the Tenth Tax 
Institute of the University of Southern California School of Law, 
Los Angeles, in the spring of 1958, by Louis M. Brown, a member 
of the California Bar Association and the Section of Taxation of 
the American Bar Association. In this paper, Mr. Brown de- 
scribes the accountant as “‘a problem-discoverer,” “‘a historian,” 
a recorder of yesterday’s facts, and a forecaster of the future. All 
of these functions are essential to the successful administration of 
an estate. 

Of course the ideal situation exists where the accountant long 
has been associated with the decedent, having periodically re- 
viewed his financial records and prepared his tax returns. The 
familiarity with a client’s affairs, which an accountant gains by 
the very nature of his work and through long and close association 
with a client, can simplify immeasurably the tasks of the executor 
and the attorney in the administration of the estate. However, 
even where the decedent did not employ an accountant during 
his lifetime, the services and skills of an accountant are still needed 
for the proper administration of the estate. The accountant who 
is not familiar with the decedent’s affairs has, of course, a more 
difficult job than one who has been employed during the lifetime 
of the decedent; but by his skills and training, he is qualified to 
perform the accounting functions required and to assist in the 
efficient administration of the estate. 

Let us discuss some of the areas which require the services of 
an accountant. Probably the first order of business in the admin- 
istration of the estate is to determine the nature, location, and 
value of the assets which comprise the estate and the existence, 
nature, and amount of any liabilities of the decedent. In other 
words, a financial statement must be prepared for the decedent. 
The accountant is best qualified to prepare this statement. A 
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mere listing of the assets is not enough. The value of each of the 
assets must be determined. Where stock of a closely held corpo- 
ration is an asset of the estate, it is the accountant, who, by his 
training, is qualified to review the financial statements of such a 
corporation, to analyze its record of earnings and dividends for 
prior years, and to arrive at a proper valuation of the stock. 

In a community property state, such as Texas, it frequently 
is necessary to distinguish between separate and community prop- 
erty. While it is the attorney who must determine the nature of 
the property under the community property laws, it usually is 
the accountant who analyzes the various financial transactions to 
get the facts upon which the attorney can base his judgment. 
These include source of funds, date of purchase, nature of assets, 
date of marriage, period of residence in the state, etc. 

A bare tabulation of the assets and liabilities of the decedent 
does not provide sufficient information for the preparation of an 
estate tax return. Numerous questions must be answered in the 
return. Questions such as those regarding transfers during the 
decedent’s life (Schedule G) can prove troublesome. Unless the 
decedent maintained adequate records during his lifetime, con- 
siderable analysis of transactions may be necessary to enable the 
preparer to answer them. This is another area in the administra- 
tion of an estate which requires close cooperation between the 
accountant and the attorney for the estate. The accountant in 
his role as a tracer and recorder of transactions can determine the 
facts with respect to any transfers made by a decedent during 
his lifetime, but it is necessary that the attorney make decisions 
with respect to the legal effects of such transfers and to the man- 
ner in which they should be reported. In addition to the general 
requirement for the reporting of all transfers of $5,000 or more 
made by the decedent during his lifetime, without adequate and 
full consideration in money or money’s worth, the instructions for 
Schedule G describe six different types of transfers that require 
inclusion of the value of the property transferred in the gross 
estate of the decedent. 

Whether or not a particular transaction is taxable often pre- 
sents a close legal question. For example, if a decedent transferred 
property during his lifetime, retaining the income for life, and he 
did not receive adequate consideration for the value of the re- 
mainder interest so transferred, the property is includible in his 
estate. On the other hand, assume that a Texas couple had an 
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estate consisting solely of community property. In his will the 
husband disposed of the entire community, leaving the income to 
the wife for life, with remainder to the children, thus putting the 
wife to the election of either taking her half of the community 
outright or accepting the will as a whole. Some 25 years later the 
wife died. Obviously, she has transferred property during her 
lifetime, i.e., her half of the community estate, retaining a life 
interest therein. As consideration for this transfer, however, she 
received a life interest in her husband’s half of the community 
property. Is this the type of consideration which will satisfy the 
statutory requirements, so that no part of this property will be 
includible in the wife’s estate? This question is presently pending 
before the Tax Court in a docketed case, and there are at least three 
Court of Appeals cases bearing on the point. If the receipt of a 
life estate in the husband’s half of the community estate con- 
stitutes consideration for the transfer of the wife’s remainder in- 
terest in the other half, how is this consideration measured? If 
the wife outlived her life expectancy, as indicated by the Govern- 
ment’s tables at the time of her husband’s death, do you use her 
actual life span or her anticipated life span in figuring the value 
of her life estate? Moreover, do you use the 344% yield on which 
the tables are based or the actual income? These questions are 
still unresolved. 

If the estate intends to litigate points, it is the attorney who 
must choose the forum. In other words, should the estate initially 
concur in the Treasury’s position, pay the tax, file claims for 
refund, and sue in a District Court or the Court of Claims or 
should the return be filed in a manner most favorable to the 
estate, so that the matter can be litigated in the Tax Court? One 
of the factors which will influence the judgment of the attorney 
will be the size of the deficiency and the amount of interest that 
will be at stake in the event of a final adverse decision. The ac- 
countant can supply the attorney with all of the figures he will need. 

After determining the location, value, and nature of all liabili- 
ties and assets of the estate, the accountant should open a set of 
books for the estate, so that all transactions of the estate can be 
recorded. The accountant should also make sure the books are 
maintained currently; this will save an expensive, time consuming 
“write-up” later. 

Thus, the accountant, as a tracer and recorder of transactions, 
can perform invaluable service during the period of the adminis- 
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tration of an estate. The accountant can perform an equally 
valuable service as a forecaster of the future. There are many 
elections available to an executor or administrator under the com- 
plex provisions of the Internal Revenue Code. The selection of 
the proper elections to minimize total taxes for the estate and the 
beneficiaries requires a forecast of the nature, timing, and amount 
of income to be received by each during the several years that the 
estate will be in administration. 

When a taxpayer dies, his estate comes into being; and it is a 
separate taxable entity for income tax purposes. It may choose 
any fiscal year ending not more than 12 months after the end of 
the month prior to the date of death. Thus, if the taxpayer died 
in December, 1959, the estate’s first fiscal year would have to end 
not later than November 30, 1960; it could end as early as De- 
cember 31, 1959. The estate is generally taxed on all income 
received (or accrued) during its fiscal year which is not distributed 
to beneficiaries of the estate. The beneficiaries of an estate are 
generally taxed on distributions to them from the income of the 
estate. Such distributions are reportable by a beneficiary in his 
return for his taxable year with which or in which the taxable 
year of the estate ends. The five-year throwback rule is applicable 
to certain distributions from trusts but does not apply to estates. 
Thus, income retained by an estate—and therefore taxed to it— 
may be distributed tax-free to the beneficiaries in a subsequent 
year when the estate has no taxable income or has distributed all 
of such year’s taxable income. 

The selection of a proper fiscal year and the determination of 
the proper timing and amount of distributions by the estate can 
substantially reduce the over-all tax burden. The computations 
and forecasts prepared by the accountant for the estate enable 
the executor to select the most advantageous combinations. 

Forecasting of income is advantageous in determining the 
proper treatment of administration expenses, losses during admin- 
istration, and medical expenses of the decedent during his last 
illness. There are optional methods of treating these items and 
computations must be made to determine which treatment will 
provide the best tax results. Administration expenses and losses 
during the administration of an estate may be taken either as 
deductions in computing the taxable income of the estate or as a 
reduction in the value of the estate for estate tax purposes. It 
is not necessary that the total deductions, or even the total 


80 


Administration of an Estate 


amount of any deduction, be treated in the same way. One de- 
duction or a portion of a deduction may be claimed for income 
tax purposes, while another deduction or portion thereof is claimed 
for estate tax purposes. In order to claim the deduction for in- 
come tax purposes, a statement must be filed in duplicate to the 
effect that the items have not been allowed as a deduction from 
the gross estate of the decedent and that all rights to have such 
items allowed at any time as deductions for estate tax purposes 
are waived. Allowance of a deduction in computing an estate’s 
taxable income is not precluded by claiming a deduction in the 
estate tax return, so long as the estate tax deduction is not finally 
allowed, and the statement is filed. After a statement is filed 
claiming the deduction for income tax purposes, however, that 
item cannot thereafter be allowed as a deduction for estate tax 
purposes; the waiver operates as a relinquishment of the right to 
have the deduction so allowed at any time. Thus, the usual pro- 
cedure is to claim all items in the estate tax return. If subsequent 
computations indicate that deducting part or all of the items for 
income tax purposes would produce a better result, the statement 
electing such treatment should be filed. 

If computations indicate that administration expenses and 
losses should be used to reduce the value of the taxable estate, 
timing of transactions is not of major importance in tax planning. 
If a better result can be obtained by deducting such items for 
income tax purposes, however, losses should be accelerated or 
postponed to, and administration expenses should be paid at, such 
times as will provide the maximum benefit. Proper timing of 
transactions requires adequate knowledge of current and past 
transactions and accurate forecasts of future income and deduc- 
tions, providing this information is part of the accountant’s 
function. 

Medical expenses of the decedent, which are paid by his estate 
during the one-year period following the day of his death, may be 
considered as paid by the decedent at the time the services were 
rendered and used to reduce decedent’s taxable income. Alterna- 
tively, they may be considered to be a debt of decedent, thus 
reducing his taxable estate. If such expenses are used to reduce 
taxable income, a statement similar to that required for adminis- 
tration expenses and losses must be filed. Obviously, the deter- 
mining factor in the selection of the method of treatment that will 
be elected is the tax impact; and, once again, computations and 
forecasts are required. 
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When a will gives the executor the right to satisfy bequests by 
distributions in cash or in kind, the executor should weigh the 
relative tax brackets of the estate and legatees and make such 
distributions as will produce the least income tax for the group. 
For example, if certain assets have depreciated in value, the 
executor can either (1) sell them and take the losses in the estate 
or (2) distribute them in satisfaction of percentage bequests and 
permit the legatees to realize the losses. The decision will turn 
upon one question: Where will the losses produce the greatest tax 
saving? Here again, the services of an accountant can be helpful 
in forecasting income levels and making computations. 

All of the foregoing elections are interrelated. They all affect 
either income or estate tax brackets. A computation with respect 
to any election must take into consideration its effect on other 
elections which must be made. 

At this point a caveat should be sounded. Where income and 
corpus beneficiaries are identical, no conflict of interest arises when 
the executor retains income in the estate to minimize the over-all 
tax burden, or takes advantage of some of the other elections 
available to him. However, where income and corpus beneficiaries 
are different persons or share in different percentages, substantial 
property rights may be involved. Thus, while the accountant can 
determine the elections which will produce the maximum tax 
saving, the attorney for the estate should review carefully the legal 
questions involved. In at least two cases, courts have held that 
the election by an executor to claim administration expenses on 
the estate’s income tax return, and thus to reduce over-all taxes 
(because the estate’s income tax rate was higher than the estate 
tax rate) was a permissible exercise of his discretion and that the 
election could be used to benefit the income beneficiary alone—but 
not at the expense of the corpus beneficiary. The courts required 
adjustments restoring to the corpus beneficiaries the amounts by 
which Federal estate taxes were increased because of the treatment 
elected. 

During the period of the administration of the estate, the last 
income tax return of the decedent will be due, as well as income 
tax returns for the surviving spouse, the estate itself, and any 
testamentary trusts which may have come into being. The 
accountant is the logical person to prepare these returns, not only 
because he is the person best qualified to do so, by reason of his 
skill and training, but also because, in the course of making the 
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computations and forecasts referred to earlier, he has gathered a 
substantial portion of the information necessary for the prepara- 
tion of the returns. 

The surviving spouse may file a joint return with the decedent 
for the year of death, Alternatively, separate returns may be filed. 
Once again, computations are necessary to determine the better 
pattern. Testamentary trusts are separate taxable entities. Each 
trust which comes into being under the will may select its own 
fiscal year. These fiscal years may be different from those of the 
beneficiaries, the estate itself, and other trusts. More forecasts 
and more computations are required. 

An estate tax return is due fifteen months from the date of 
death. This return includes a series of preliminary questions, 
schedules of assets and deductions, and computations. Both the 
attorney and the accountant for the estate should begin, immedi- 
ately after the death of the decedent, to compile all of the informa- 
tion necessary to complete the return. While the ‘“‘general 
information” required may appear at first glance to be of relatively 
minor importance, erroneous answers can cause unnecessary liti- 
gation. For example, the answers to the questions relating to the 
cause of death, length of last illness, decedent’s physicians, and 
hospital in which the decedent was confined during his last illness, 
can be evidentiary matter if there is any question as to whether 
or not transfers within three years before the decedent’s death were 
gifts in contemplation of death. The answer to the question, year 
in which last domicile was established, can have a bearing on 
whether assets are community or separate property. So also can 
the answer to the question, date of marriage to surviving spouse. 
No portion of the return can be treated as unimportant. All 
questions and schedules must be considered carefully. 

The executor may elect to value the assets of the estate either 
as of the date of death or as of an optional valuation date. The 
optional date is one year from the date of death unless an asset 
was disposed of during the year; in this case, such asset is valued 
as of the date of disposition. If the executor desires to elect the 
optional valuation date, he must so state in the return. The elec- 
tion, once made, is final and cannot be changed, even though 
adjustments in values upon examination of the return make a 
change advantageous. 

The values of the decedent’s assets as of the date of death or 
optional valuation date, if it is elected, become their bases for 


83 








LYBRAND JOURNAL 


income tax purposes. This applies not only to those assets upon 
which an estate tax was paid, but also to those assets which pass 
tax-free to the surviving spouse under the marital deduction or 
which already belong to her under the community property laws. 
Thus, it is not always advisable to select the valuation date which 
produces the least estate tax. Sometimes, particularly where the 
beneficiaries are in high income tax brackets and most of the estate 
assets consist of depletable or depreciable property or inventory, 
the payment of a higher estate tax can result in a substantial future 
reduction in income tax with a worthwhile over-all tax saving to 
the group. Here again, the attorney for the estate must give careful 
consideration to the property interests involved before such a 
course can be followed. 

Once he has accumulated the substantial amount of material 
necessary for the preparation of the return, the accountant who 
is trained by his profession to work with figures, to arrive at valua- 
tions, and to schedule assets and liabilities, is well equipped to 
prepare the estate tax return. On the other hand, the many legal 
questions involved require a thorough study by the attorney for 
the estate. Thus, the preparation of the estate tax return should 
be a joint accountant /attorney undertaking. 

After the basis upon which the return will be prepared has been 
decided at preliminary conferences, the accountant can start the 
mechanical preparation of the return, making a list of the problems 
he discovers in the course of his work. Valuations should be pre- 
pared both as of the date of death and as of the optional valuation 
date. He should compute the effect of these valuations on the 
future income tax liability of the beneficiaries, as well as the differ- 
ence in estate tax as a result of the selection of the optional 
valuation date. The tax results of the various elections previously 
discussed should be scheduled, and suggestions should be made as 
to the optimum fiscal year. Recommendations should be supported 
by computations and reasons. All of the above, supported by a 
memorandum from the accountant setting forth his comments and 
suggestions, should be turned over to the attorney in sufficient 
time for him to study the matter properly. 

Conferences between the attorney and accountant—and among 
the attorney, accountant, and executor—should be held whenever 
necessary. As a result of his study of the material prepared by the 
accountant, his knowledge of the state and Federal laws involved, 
his examination of the will, and his conferences with the interested 
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parties, the attorney should instruct the accountant in writing as 
to the treatment to be accorded all controversial items. He also 
should express his agreement generally with the presentation in 
the draft of the return prepared by the accountant of the items 
about which there is no question. Acting upon the instructions of 
the attorney, the accountant should then complete the estate tax 
return for execution and filing. 

As stated before, the attorney and the accountant should work 
closely in the preparation of the return. They should also work 
together when the return is examined by the Internal Revenue 
Service. The accountant usually is in the best position to justify 
property values, to establish the existence and amount of admin- 
istration expenses, debts of the decedent, and losses during 
administration, and to review calculations of tax, including com- 
putation of the credit for foreign taxes, determination of the 
amount of the marital deduction, etc. The attorney, of course, is 
the only one qualified to resolve any legal questions which may arise. 

Little has been said in this discussion about the duties of the 
executor in connection with the administration of the estate. The 
executor, of course, bears the prime responsibility tor all acts 
taken; it is the executor who must make all final decisions. When 
the executor is an individual with little or no experience in the 
administration of estates, he can be of little assistance to the 
accountant and attorney and must, perforce, be guided almost 
entirely by their suggestions. On the other hand when the executor 
is a bank or trust company whose trust officers are experienced 
in estate administration, their experience can be of invaluable 
assistance in arriving at practical solutions to difficult problems. 

After the estate tax return has been filed, consideration must 
be given to winding up the estate. The tax benefits arising from 
the existence of a separate taxable entity often make it advan- 
tageous to keep an estate in existence as long as possible. The law 
itself contains no criterion as to when an estate must terminate. 
The Regulations provide that “The period of administration or 
settlement is the period actually required by the administrator or 
executor to perform the ordinary duties of administration, such as 
collection of assets and the payment of debts, taxes, legacies, and 
bequests, whether the period required is longer or shorter than the 
period specified under the applicable local law for the settlement 
of estates.”” The Regulations provide further that “If the admin- 
istration of an estate is unreasonably prolonged, the estate is 


85 








LYBRAND JOURNAL 


considered terminated for Federal income tax purposes after the 
expiration of a reasonable period for the performance by the 
executor of all the duties of administration.” There has been a 
substantial amount of litigation on the question of whether, in a 
particular case, the delay has been unreasonable, so that the period 
of administration has come to an end for tax purposes. If it has, 
the legatees may be required to treat the income as their own. 
The accountant should prepare all figures necessary to plan for 
the closing out of the estate, considering the most beneficial time 
within the test of reasonableness contained in the Regulations. 
Such planning should include consideration of possible advantages 
to beneficiaries of the carry-over of losses generated in the last year 
of the administration of an estate, the timing of the payment of 
final administration expenses, ete. 

Other computations which should be made by an accountant 
include those relating to the tax treatment of income with respect 
to a decedent, those arising from the inclusion in an estate of 
previously taxed property and those necessary to determine if the 
estate is eligible for special treatment because stock in a closely 
held corporation equals 35 per cent of the gross estate or 50 per 
cent of the taxable estate. 

There is a cash problem in many estates. A cash budget and 
forecast prepared by the accountant can simplify the task of the 
executor in taking care of the cash needs of the beneficiaries and 
maintaining the liquidity of the estate. Such a budget would 
provide for the liquidation of assets at such times as would produce 
the maximum tax benefit and the least sacrifice of investment 
income, consistent with providing the funds needed by the estate 
to take care of debts, expenses, and distributions to beneficiaries. 

When the administration of the estate has been concluded, the 
estate tax return has been accepted by the Government, and the 
executor or administrator is about to be discharged, the accountant 
can prepare a final accounting for the executor to submit to the 
beneficiaries and, if necessary, the probate court. Thereafter, if 
trusts have been established under the will of the decedent, the 
accountant can make annual audits of the trusts, reviewing the 
distribution of receipts between income and corpus and the allo- 
cation of income among various beneficiaries. 

Thus, from the date of the decedent’s death until the estate 
final accounting is prepared, there are records to be set up, com- 
putations and forecasts to be made, tax returns to be filed, and 
financial statements to be prepared. All of this is accounting work 
which should be done by an accountant. 
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Report on the Reorganization 
of Management Services 


The Executive Committee has recently announced that, effective 
April 1, all management services capabilities and functions of the 
Firm, other than the Management Services Research and Consult- 
ing Division, will be reorganized on a regional basis. Four regions 
have been established, each headed by a Director who will be 
responsible in administrative matters to an Administrative Partner 
designated by the Executive Committee, and functionally to the 
Chairman of the Management Services Committee. 

The designation of key personnel in the four regions, effective 
April 1, is as follows: 


Northeast Region 


Administrative Partner . . . Hilton R. Campbell 
Regional Director . . . . Felix Kaufman 


Southeast Region 


Administrative Partner . George A. Hewitt 
Regional Director . . James E. Meredith, Jr. 


Central Region 


Administrative Partner . . . John C. Potter 
Regional Director . . . . John J. O'Donnell, Jr. 


Western Region 


Administrative Partner . . . Robert S. Warner 
Regional Director . . . . Maurice B. T. Davies 


Mr. Herman C. Heiser will continue to serve as Chairman of the 
Management Services Committee. 
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Standards of Education and 
Experience for C.P.As* 


By Dr. Frank P. Smith (Director of Education and Personnel) 


There have been three significant and related events in the past 
three years which are of concern to accounting practitioners and 
educators. The first event was the publication in August 1956 of 
the report of the Commission on Standards of Education and 
Experience for Certified Public Accountants.!. The second was the 
report to Council of the American Institute of Certified Public 
Accountants, in April 1959, prepared by a special committee 
appointed to consider the Commission’s report. The third event 
was a series of resolutions adopted by the Council of the A.I.C.P.A. 
on April 22, 1959.? 


Background of the Commission 


The Commission on Standards of Education and Experience 
for Certified Public Accountants was organized in April 1952. This 
important step was the culmination of many years of effort by 
individuals and committees “ to bring about more uniform 
and more realistic standards for the qualification of C.P.As.’* 

An important factor to recognize in appraising the Commis- 
sion’s recommendations is that it was organized as a separate and 
independent entity and was in no sense a part of any other existing 
accounting organization. This position of independence resulted 
from the decision of a group representing the American Institute 
of Certified Public Accountants, the American Accounting Asso- 
ciation, the American Association of Collegiate Schools of Business, 
the Association of C.P.A. Examiners and the Board of Examiners 
of the American Institute of Certified Public Accountants, which 
met on April 18, 1952 and approved the organization and general 
plan for the Commission. Every effort was made in the formation 


* Reprinted by permission from The New York Certified Public Accountant, 
November, 1959, pp. 789-797. 


1 Published by the Bureau of Business Research, University of Michigan, 
Ann Arbor, 1956. 


2 For the sake of brevity, these organizations will be referred to as ‘‘Com- 
mission,” “‘Committee”’ and “‘ Council.” 


3’ Commission Report, p. v. 
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of the Commission, in selecting members, and in the conduct of its 
investigation to preserve an objective and unbiased point of view. 

The Commission’s recommendations were divided into “‘long- 
range” and “transitional” goals. The A.I.C.P.A. did not dis- 
tinguish between short-range and long-range objectives, and this 
creates some difficulty in comparing or reconciling its actions with 
the recommendations of the Commission. However, it should be 
noted that the points of view of the two organizations were basically 
different in terms of the timing of potential developments. The 
report of the Commission “. . . is an attempt (a) to provide the 
background for an appraisal of present requirements and practices, 
and (b) to formulate standards of education and experience for 
C.P.As which are adequate to meet the prospective needs of the 
public and of the profession and which are also reasonably possible 
of attainment in the foreseeable future.”** The emphasis throughout 
the Commission’s report was on the future, on what standards 
should be established now as goals to be attained in later years. 
In contrast, and understandably, the A.I.C.P.A. is more concerned 
with what can be done today and in the immediate future. 


The Special Committee 


The Commission’s report was considered by the Council of the 
A.I.C.P.A. in 1956. ““The Commission Report received extensive 
discussion . . . and while it was recognized that there were con- 
troversial points, particularly in respect to the professional practice 
of public accounting, Council believed the Report set forth many 
areas in which the Institute could promote the findings and 
recommendations and that the Institute should do so where it 
could.””® 

The Executive Committee of the A.I.C.P.A. authorized the 
appointment of a special committee to study the Commission’s 
report and to report to Council. The following individuals were 
appointed as members in 1957: 


George D. Bailey, Chairman (Touche, Niven, Bailey & Smart). 
William H. Holm (I. D. Wood & Co.). 

C. A. Moyer (College of Commerce, University of Illinois). 
John C. Potter (Lybrand, Ross Bros. & Montgomery). 

T. Dwight Williams (Williams, Hurst & Groth). 


4 Commission Report, p. ix. Emphasis added. 


> Committee Report, p. 1. 
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This committee was given the following assignment: 
1. to make a comprehensive and methodical study of the Commission 


Report. 


2. To consult with groups both within and outside of the A.I.C.P.A. 
having an immediate interest in the report as to recommendations made by 
the Commission and the policies in implementing them. 


3. To suggest to the A.I.C.P.A. Council what action, if any, should be 
taken on the Commission’s recommendations. 

The Committee studied the Commission’s report and obtained 
opinions of many interested and informed individuals including 
members of the Commission; committee members or official repre- 
sentatives of the A.I.C.P.A., the American Accounting Association, 
the National Association of Accountants, the American Association 
of Collegiate Schools of Business and the S.E.C.; the Comptroller 
General of the United States; practicing C.P.A.s; members of 
boards of accountancy; accounting educators; university adminis- 
trators; and industrial accountants. This study was exhaustive 
and objective. 

The Committee reported to the Council of the A.I.C.P.A. in 
April 1959: “It is believed that the Institute should not attempt 
to approve or disapprove any parts of the Commission Report, 
but it is within the province of the A.L.C.P.A. to determine which 
of the recommendations of the Commission could be adopted at 
this time by the Institute as part of its own policies and programs, 
and to implement those adopted.”® 

The Committee’s recommendations and the Council's resolu- 
tions covered thirteen points. In contrast, the Commission had 
five basic recommendations and three recommendations for the 
transitional period. However, substantially the same points are 
covered in total; in the following discussion the framework of the 
Committee’s report will be followed. 


Meaning of the C.P.A. Certificate 


The meaning of the C.P.A. certificate is not one of the Com- 
mission’s “recommendations.” However, the majority of the 
members of the Commission concluded that the C.P.A. certificate 
should come to be regarded as a standard of competence, acquired 
principally through the educational process, “. . . to enter the 
profession of public accountancy as C.P.As.°7 This conclusion 


6 Committee Report, p. 1. Emphasis added. 


7 Commission Report, p. 126. Emphasis added. 
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is basic to the long-range goals recommended by the Commission 

and was properly included in the thirteen points covered by the 

Committee. 

The Committee recommended, and the Council concurred, 
that the long established meaning of the C.P.A. certificate 

as evidence of demonstrated competence for the practice of public 

accounting be continued; a 


“ce 


The Committee also recom- 
mended, “*. . . that the Commission’s conclusion as to the meaning 
of the C.P.A. certificate as a mark of competence, obtained through 
the formal educational process, to enter the profession of public 
accountancy not be adopted as Institute policy.’’® 

This is one of the principal points in which the Committee’s 
decision to ignore the Commission's distinction between short-run 
and long-run goals creates difficulties in comparing the two sets of 
recommendations. The Commission did conclude, as the Commit- 
tee states, that the C.P.A. certificate should be regarded as a mark 
of competence obtained through the formal educational process but 
only as a long-range proposal. Such dependence on the educational 
system is contingent upon developments in that field. This is 
clearly stated in the Report: 

The formal educational preparation of candidates for the profession needs 
to be much more advanced than that now required by most accountancy 
legislation and, in fact, more thorough and comprehensive than is now pro- 
vided by most educational institutions. Such preparation is far more crucial 
to the matter of qualification for practice than was true when the scope of 
public accounting services was relatively narrow. It should be feasible for 
C.P.A. jurisdictions to set standards of formal education and to evaluate 
educational achievements through an examination. Accordingly, from the long- 
run point of riew, the Commission feels that increased reliance must be placed 
on educational training.’ 

The Commission recommended the continuance of an experi- 
ence requirement for the transitional period, which seems to be 
entirely in harmony with the “approval” portion of the Council's 
resolution. This point is covered in more detail in the Committee's 
recommendation relating to experience. 


College Graduation 


The Commission recommended that “College graduation, 
including completion of an accounting major as part of the 
undergraduate program, or college graduation, supplemented by 


5’ Committee Report, p. 6. 


® Commission Report, p. 127. Emphasis added. 


91 








LYBRAND JOURNAL 


completion after graduation of the equivalent of an accounting 
major, . . .”’ is a desirable standard for C.P.As in the transitional 
period.'° The Committee and the Council concurred with this 
general recommendation and also with the earlier recommendations 
of the Standards Rating Committee of the American Accounting 
Association, regarding curricula, which were mentioned favorably 
by the Commission. 

Considering the diversity of educational requirements today 
among the many C.P.A. jurisdictions, the recommendations of the 
Committee and the resolution of the Council favoring the posses- 
sion of a baccalaureate degree as a requirement for the preparation 
of a C.P.A. are probably the most significant of the actions taken. 


Qualifying Examination 


This long-range recommendation of the Commission is related 
to another—that postgraduate study of a professional nature is 
needed to provide adequate preparation for public accountancy as 
a C.P.A. The suggested qualifying examination “. . . would 
provide a measure of each candidate’s intellectual capacity, his 
academic achievements through prior study, and his aptitude for 
public accountancy, in terms of nation-wide objective norms. The 
primary purpose of the examination is to assist educational insti- 
tutions in selecting individuals who have the capacity and aptitude 
to undertake, with benefit, the training to be provided through 
the proposed professional programs.””!! 

The Committee reported that “The qualifying examination 
may eventually be a problem warranting considerable attention as 
the Commission suggests.”!? In the meantime, the Committee 
recommended “no action” by the Council with the related sug- 
gestion that the Committee on Personnel Testing consider the 
testing program of the A.I.C.P.A. in relation to the possible need 
of a qualifying examination for postgraduate study as preparation 
for a career in public accounting. 

The Commission suggested that the Committee on Accounting 
Personnel of the A.I.C.P.A. “. . . would be an appropriate body 

.”’ to undertake the responsibility for developing the qualifying 
examination.” The difference between the position of the A.1.C.P.A. 


© Commission Report, p. 137. 
11 Commission Report, p. 129. 
% Committee Report, p. 11. 


#8 Commission Report, p. 130. 
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and the Commission is principally one of timing. In 1956, there 
were few academic programs which approximated the postgraduate 
educational program of a professional nature which the Commission 
envisaged and consequently there was no immediate need for a 
qualifying test. The Commission anticipated that such academic 
programs would develop and that the test would eventually be 
needed. 

A number of postgraduate and five-year undergraduate pro- 
grams in professional accountancy have been adopted during the 
past three years and more are being considered. It is at least 
possible that the need for a qualifying examination may be more 
immediate than the A.I.C.P.A. concluded last April. 


Postgraduate Education for Public Accounting 


The Commission recommends “*... the establishment of pro- 
fessional academic programs... designed to train individuals for 
public accountancy...’ and also recommended completion of 
such a program as one of its long-range goals for C.P.As.“ With 
the exception of a few programs which have been developed re- 
cently, this type of academic preparation is not available to aspir- 
ing C.P.As. 

The A.LC.P.A. recognized both the value of the type of post- 
graduate training which the Commission recommended and the 
fact that opportunities for such preparation are not generally 
available. The resolution of the Council reads as follows: ‘That 
postgraduate education for careers in public accounting is desir- 
able and that as soon as it is feasible postgraduate study devoted 
principally to accountancy and business administration become a 
requirement for the C.P.A. certificate.”!> The A.I.C.P.A. also re- 
lated professional postgraduate education to the experience require- 
ment. This is discussed later under the heading of ““Experience.” 


Assistance to Accrediting Agencies 


Accreditation in any field is a controversial issue, particularly 
when it is interjected, into one in which there has been so much 
activity. The purpose of accreditation is to preserve or to elevate 
standards. The Commission suggested the need for accreditation 
of the postgraduate programs of professional nature which it con- 
sidered a necessary part of the preparation of C.P.As as a long- 

4 Commission Report, p. 130. 

15 Minutes of Council, pp. 40-41. 
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range goal. The Commission also suggested that the A.I.C.P.A. 
was the appropriate body to bring interested groups together to 
form an accrediting organization which should be “. . . established 
on a nation-wide basis, be operationally independent of any ac- 
counting organizations, and reflect the viewpoints of both educa- 
tors and practitioners.” The Committee opposed this step and 
instead recommended, and the Council concurred: “... that an 
advisory committee of the A.LC.P.A. preferably acting in co- 
operation with representatives from the American Accounting As- 
sociation, and the American Association of Collegiate Schools of 
Business, be formed to assist interested schools in planning and 
revising courses and programs for educating accountants and to 
assist existing accrediting agencies and associations in evaluating 
accounting courses and curriculums.”’” 

The reference to existing accrediting agencies and associations 
is vague—there are no national or regional accrediting organiza- 
tions, to the writer’s knowledge, which are specifically or even 
particularly interested in accounting courses or programs. How- 
ever, the suggestion of a group selected from the membership of 
the A.I.C.P.A., the A.A.A. and the A.A.C.S.B. to assist in devel- 
oping courses and programs has merit and would probably be 
welcomed by those schools which are struggling with the general 
problem of overhauling curriculums and developing postgraduate 
education in accountancy. Such a step might well be the fore- 
runner of a more formal organization; it also offers the possibility 
of achieving many of the desirable features of accreditation with 
a minimum of involvement in the controversial issues which sur- 
round this phase of education. The Committee’s comment ‘For 
the next several years the problem will not be one of accrediting 
but one of counseling and planning with educators about new 
courses...” is quite appropriate.'® 


Student Internship 


The idea of student internships should be a simple matter but 
it proved to be a confusing issue during the preparation of the 
Commission’s report; it was one of the issues involved in the dis- 
sents of two members of the Commission and the action of the 
A.L.C.P.A is not clear in relation to the Commission’s recom- 
mendations. 


16 Commission Report, p. 134. 18 Committee Report, p. 14. 
17 Committee Report, p. 7. 
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The Commission’s position is that “*. . . some exposure to actual 
accounting operations and procedures [is considered] to be a highly 
desirable part of the formal education of an individual interested 
in public accountancy...’ and suggests the desirability of an 
internship program during the proposed postgraduate professional 
program. The Commission recognized that a number of problems 
are associated with internships and suggested that they be “. 
established on a voluntary basis.’’*° 

The resolution of the Council reads as follows: “That student 
internship as a part of the student’s educational program be op- 
tional; that plans be developed by a committee of the A.I.C.P.A. 
so that internships may be well organized and carefully supervised 
by schools and practitioners when used; and that serious effort be 
made toward answering the problem of whether internships should 
be provided to all who qualify.” 

Presumably the words “voluntary” in the Commission’s report 
and “optional” in the Council’s resolution have the same meaning. 
On other counts the two statements do not seem to be very close. 
There is acceptance of the idea of internships in the Committee’s 
discussion: “‘Carefully planned and closely supervised student in- 
ternship programs do furnish definite educative experience to par- 
ticipants who have the capacity for benefiting from such experience 
and provide an element of screening.”*! The “‘screening” factor 
was not included in the Commission’s considerations; the Com- 
mission assumed that most, if not all, of the necessary screening 
would be accomplished by means of the qualifying examination, 
admission to postgraduate accountancy programs and performance 
in those programs. 

It is possible that the A.I.C.P.A.’s emphasis on problems which 
might be associated with internships may be due to its concern 
with the short-range point of view and to the numbers of potential 
interns who might be expected from existing undergraduate 
programs. 

The suggestion that “... plans be developed by a Committee 
of the A.I.C.P.A. ...” for internships has already been attempted. 
Committees of the A.ILC.P.A. and of the American Accounting 
Association prepared a joint statement on this subject.?? Perhaps 


19 Commission Report, p. 135. 

20 Ibid. 

21 Committee Report, p. 15. 

22 This report was published in the April, 1955, issues of The Accounting 
Review, pp. 206-10, and The Journal of Accountancy, pp. 74-76. 


95 








LYBRAND JOURNAL 


the Council included its reference to plans to be developed for in- 
ternships on the ground that a more elaborate statement is needed. 


Experience 


The question of experience in public accounting as a require- 
ment for the C.P.A. certificate has been the most hotly debated 
point in the Commission’s report and was the principal reason for 
the four dissents. It should be noted that these dissents relate 
principally to the long-range recommendations of the Commission 
which, in turn, are based upon the proposed “new meaning” of the 
C.P.A. certificate and are directly contingent upon the evolution 
of postgraduate education of a professional nature. 

The Commission recommended for the transitional period: “A 
minimum of two years of practical experience in public accountancy 
under the guidance of a C.P.A.”*> The resolution of Council is 
broader than this recommendation and, in one respect, is broader 
than the recommendation of the Committee. The resolution in- 
cludes five points which are considered separately.” 

(a) “That an experience requirement be retained;...” This is compar- 
able to the Commission’s recommendation for the transitional period. 

(b) “... that with the baccalaureate degree with or supplemented by 
evidence of study of accounting to the extent set forth in resolution 2 [see 
previous discussion on ‘‘ College Graduation”| the experience be not less than 
two years;... This point does not appear in the Committee’s recommenda- 
tions; it is comparable to the Commission’s recommendation for the transi- 
tional period. 


(c) **... that as education is extended beyond the baccalaureate degree 
the length of experience should be reduced but should not be less than one 
year;...” This wording is comparable to the Committee’s recommendation 


and goes part of the way towards the Commission’s long-range goals. 

(d) **... that the experience should be under the guidance of a C.P.A. 

and some of the experience should be in the area of third-party reliance; .. .” 
The Commission’s recommendations agree with this for the transitional period 
although experience “‘in the area of third-party reliance” is not a specific 
point. This is an appropriate requirement if reliance on experience is to be 
continued. 
(e) “*... that a committee of the A.I.C.P.A. should prepare a statement 
as to what, in general, should be an acceptable type of experience for the 
C.P.A. certificate.” This statement is consistent with the Commission’s dis- 
cussion of experience in the transitional period. 


The Council’s recommendation of two years of experience 
represents a middle position between those jurisdictions which 


23 Commission Report, p. 137. 


°4 Minutes of Council, pp. 41-42. 
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require none, or waive experience if certain educational require- 
ments are met, and those which require three years or more 
according to the classification of the candidate’s employer. The 
requirement that the minimum experience be obtained under the 
guidance of a C.P.A., and some be in the area of third-party reli- 
ance, is more stringent than many laws and regulations currently 
in effect. The recommendation that the minimum experience 
requirement be reduced if certain educational standards are met is 
consistent with the trend in many jurisdictions in recent years. 


The C.P.A. Examination; 


Timing of the Examination 


The Council’s resolution incorporates the principal recom- 
mendation of the Committee, “*. . . that the existing purposes 
and level of the C.P.A. examination be continued.”?> The Com- 
mittee recommended further, * that the Commission recom- 
mendation that the compilation and grading of the examination 
should be pointed solely toward testing the results of academic 
preparation not be adopted by the Institute.”’* The point involved 
here is a difference of opinion regarding the level and purpose of 
the examination. 

The position of the Commission is that ““The present examina- 
tion is largely academic in type and nature and there is little 
content in recent examinations for which preparation could not 
have been effectively made through educational training.’ 

The Committee referred, in its report, to the position of the 
Board of Examiners that, “The level of the examination has been 
the competence required for conducting the medium-sized engage- 
ment or for general practice in a medium-sized community.”*** The 
Committee added, further, that ‘““The purpose of the C.P.A. exami- 
nation has been to measure technical competence, which includes 
technical knowledge, skill in the application of such knowledge and 
the exercise of good judgment.’?* These two statements surely 
imply that experience in public accounting is a necessary pre- 
requisite to sit for the examination. Yet the resolution of the 
Council relating to the timing of the examination provides “That 
a candidate be permitted to take the examination when he feels 
adequately prepared, but not before he has successfully completed 


25 Minutes of Council, p. 42. *8 Committee Report, p. 8. 
26 Committee Report, p. 8. 29 Thid. 


27 Commission Report, p. 122. 
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the recommended educational requirements.’ The Commission’s 
position is consistent with this resolution. 


Awarding the C.P.A. Certificate 


The Committee recommended, and the Council concurred, 
“That the C.P.A. certificate be awarded after the candidate has 
successfully completed the examination and experience require- 
ment.’’*! This is identical with the Commission’s recommendation 
for the transitional period. 

The Committee also included the following sentence in its 
recommendation: “In this recommendation our Committee dis- 
agrees with the Commission which did not recommend experience 
as a requirement.’*? Again, the failure to observe the Commission’s 
distinction between short- and long-run proposals causes difficulty. 
The Commission did recommend experience for the transitional 
period and its recommendation is identical with the resolution of 
the Council relating to experience. It is in the long-range proposals 
that the Commission combined the extension of professional edu- 
cation on a postgraduate basis (including a period of internship in 
public accounting), accreditation of programs, and qualifying 
examinations, with the elimination of the experience requirement 
for the certificate. 


Other Considerations 


Assistance to Colleges. The Commission mentioned the need 
for faculties with experience in public accounting and for classroom 
materials drawn from practice. The Council’s resolution is much 
broader. It includes, in addition, recommendations of financial 
assistance and special lecturers for schools of business. 


Timing State Legisl tive Changes. The Council concludes, most 
appropriately, that State society committees concerned with legis- 
lation should consider local conditions. The Commission made no 
recommendation on this matter but it did recognize the effects of 
local conditions upon past and present requirements of education 
and experience for C.P.As. ** 


Review of the Problem. The Council recommended, “That the 
A.I.C.P.A. take the leadership in causing periodic reviews of edu- 
cation and experience for C.P.As.”** The Commission made no 
recommendation on this point but the action of the A.I.C.P.A. is 
entirely in harmony with the spirit of the Commission’s report. 


3° Minutes of Council, p. 42. 33 Commission Report, pp. 37-38. 
31 Thid. 34 Minutes of Council, p. 42. 
% Committee Report, p. 9. 
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Reciprocity for Experience and Examination. There were two 
points covered in the discussion portion of the report of the Com- 
mittee which were not covered in the Council’s resolutions.*® These 
were: 

1. A state board should consider acceptable experience obtained in other 
jurisdictions and should not insist that experience be acceptable only if ac- 
quired in the particular jurisdiction. 

2. There should be reciprocity among jurisdictions using the advisory 
grading service of the Institute for completed parts of the examination. These 
points are to be considered at a later meeting of Council. 


Summary 


The position of the A.I.C.P.A. regarding the meaning of the 
certificate reflects the general idea held by many C.P.As including 
the four dissenters to the Commission report. The certificate is 
considered an indication of competence to practice which must be 
obtained in part through experience. This is not compatible with 
many of the accountancy laws and regulations but the point is not 
of great moment at this time. The recommendation that experi- 
ence should be obtained under the direction of a C.P.A., that part 
of it should be in the area of third-party reliance, and that the 
A.IL.C.P.A. should describe what is acceptable experience, are 
important steps designed to put real meaning into the experience 
requirement. 

The Council’s resolutions regarding educational requirements 
are significant. Recognition of the importance of undergraduate 
education for C.P.As, and the recommendations that postgraduate 
education might be substituted in part for experience, and that 
candidates be admitted to the C.P.A. examination, after complet- 
ing educational requirements, are important steps. 

The report of the Committee is a most interesting document, 
aside from the specific recommendations. The discussion of the 
thirteen areas is worth careful reading by anyone interested in 
standards for C.P.As. The firm, practical positions taken by the 
Council should do much to clarify many of the ambiguous and 
controversial aspects of C.P.A. requirements and should give a 
tremendous impetus to the movements under way in many juris- 
dictions to obtain more realistic standards of education and experi- 
ence for C.P.As. 


35 Minutes of Council, p. 43. These points were presented by Louis M. 
Kessler. 
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What Price Progress" 


In discussing the costs incident to various types of operations, the 
analogy was drawn of the Restaurant which adds a rack of peanuts 
to the counter, intending to pick up a little additional profit in 
the usual course of business. This analogy was attacked as an 
oversimplification. However, the accuracy of the analogy is evi- 
dent when one considers the actual problem faced by the Res- 
taurateur (Joe) as revealed by his Accountant-Efficiency-Expert. 


EFF EX: Joe, you said you put in these peanuts because some people ask for 
them, but do you realize what this rack of peanuts is costing you? 

JOE: It ain’t gonna, cost. "Sgonna be a profit. Sure, I hadda pay $25 
for a fancy rack to holda bags, but the peanuts cost 6¢ a bag and I 
sell "em for 10¢. Figger I sell 50 bags a week to start. It'll take 
1214 weeks to cover the cost of the rack. After that I gotta clear 
profit of 4¢ a bag. The more I sell, the more I make. 

EFF EX: That is an antiquated and completely unrealistic approach, Joe. 
Fortunately, modern accounting procedures permit a more accurate 
picture which reveals the complexities involved. 


JOE: Huh? 


EFF Ex: To be precise, those peanuts must be integrated into your entire 
operation and be allocated their appropriate share of business over- 
head. They must share a proportionate part of your expenditures 
for rent, heat, light, equipment depreciation, decorating, salaries for 
your waitresses, cook, — 

JOE: The cook? What's a he gotta do wit’a peanuts? He don’ even know 
I got em! 


EFF Ex: Look, Joe, the cook is in the kitchen, the kitchen prepares the food, 
the food is what brings people in here, and the people ask to buy 
peanuts. That's why you must charge a portion of the cook’s wages, 
as well as a part of your own salary to peanut sales. This sheet 
contains a carefully calculated costs analysis which indicates the 
peanut operation should pay exactly $1,278 per year toward these 
general overhead costs. 

JOE: The peanuts? $1,278 a year for overhead? The nuts? 


EFF Ex: It’s really a little more than that. You also spend money each week 
to have the windows washed, to have the place swept out in the 
mornings, keep soap in the washroom and provide free cokes to the 
police. That raises the total to $1,313 per year. 

JOE: (Thoughtfully) But the peanut salesman said I'd make money— 

put ‘em on the end of the counter, he said—and get 4¢ a bag profit—. 


* Editor's Note: We have been unable to locate the source of this paper. 
If any of our readers can provide us with this information, we shall be delighted 
to acknowledge our indebtedness. 
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JOE: 


JOE: 


EFF EX: 


JOE: 


EFF EX: 


JOE: 


EFF EX: 


JOE: 


EFF EX: 


What Price Progress 


(With a sniff) He’s not an accountant. Do you actually know what 
the portion of the counter occupied by the peanut rack is worth 
to you? 


Ain’t worth nothing—no stool there—just a dead spot at the end. 


The modern cost picture permits no dead spots. Your counter con- 
tains 60 square feet and your counter business grosses $15,000 a 
year. Consequently, the square foot of space occupied by the peanut 
rack is worth $250 per year. Since you have taken that area away 
from general counter use, you must charge the value of the space 
to the occupant. 


You mean I gotta add $250 a year more to the peanuts? 

Right. That raises their share of the general operating costs to a 
grand total of $1,563 per year. Now then, if you sell 50 bags of 
peanuts per week, these allocated costs will amount to 60¢ per bag. 
WHAT? 

Obviously, to that must be added your purchase price of 6¢ per bag, 
which brings the total to 66¢. So you see, by selling peanuts at 10¢ 
per bag you are losing 56¢ on every sale. 

Somethin’s crazy! 

Not at all! Here are the figures. They prove your peanut operation 
cannot stand on its own feet. 


(Brightening) Suppose I sell lofsa peanuts—thousand bags a week 


*stead a fifty? 


(Tolerantly) Joe, you don’t understand the problem. If the volume 
of peanut sales increases, your operating costs will go up—you'll 
have to handle more bags, with more time, more depreciation, more 
everything. The basic principle of accounting is firm on that subject: 


“The Bigger the Operation the More General Overhead Costs that 


Must be Allocated.” No, increasing the volume of sales won't help. 


Okay. You so smart, you tell me what I gotta do. 


(Condescendingly) Well—you could first reduce operating expenses. 


How? 


Move to a building with cheaper rent. Cut salaries. Wash the win- 
dows bi-weekly. Have the floor swept only on Thursday. Remove 
the soap from the washrooms. Decrease the square foot value of 
your counter. For example, if you can cut your expenses 50%, that 
will reduce the amount allocated to peanuts from $1,563 down to 
$781.50 per year, reducing the cost to 36¢ per bag. 

(Slowly) That’s better? 

Much, much better. However, even then you would lose 26¢ per 
bag if you charge only 10¢. Therefore, you must also raise your 


selling price. If you want a net profit of 4¢ per bag you would have 
to charge 40¢. 
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JOE: 


EFF EX: 


JOE: 


EFF EX: 


JOE: 


EFF EX: 


JOE: 


EFF EX: 
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(Flabbergasted) You mean even after I cut operating costs 50% I 
still gotta charge 40¢ for a 10¢ bag of peanuts? Nobody’s that nuts 
about nuts! Who'd buy ’em? 


That’s a secondary consideration. The point is, at 40¢ you'd be 
selling at a price based upon a true and proper evaluation of your 
then reduced costs. 

(Eagerly) Look! I gotta better idea. Why don’t I just throw the 
nuts out—put ’em in a ash can? 


Can you afford it? 


Sure. All I got is about 50 bags of peanuts—cost about three bucks 


—so I lose $25 on the rack, but I’m outa this nutsy business and no 
more grief. 


(Shaking head) Joe it isn’t quite that simple. You are in the pea- 
nut business! The minute you throw those peanuts out you are 
adding $1,563 of annual overhead to the rest of your operation. Joe 
—be realistic—can you afford to do that? 

(Completely crushed) It’sa unbelievable! Last week I was a make 
money. Now I’m in a trouble 





justa because I think peanuts on a 
counter is a gonna bring me some extra profit—justa because I be- 
lieve 50 bags of peanuts a week is a easy. 


(With raised eyebrow) That is the object of modern cost studies, 
Joe—to dispel those false illusions. 





Client Courses in EDP 


Report on Client Courses in EDP 
By Mona Hersh 


(Management Services Research and Consulting Division) 


The Management Services Research and Consulting Division has 
conducted several courses for clients on various aspects of elec- 
tronic data processing. ‘wo of these will be of particular interest 
to personnel of the Firm. 

The first course to be mentioned was conducted for the systems 
and procedures personnel of a client by Dr. Michael Shegda. The 
course covered basic EDP planning concepts involving the survey 
and implementation phases of a computer installation and a hypo- 
thetical case study which was used to illustrate systems and flow 
charting techniques. 

The second course was presented to several members of a large 
European manufacturing concern, and included the following 
topics: 


1. The feasibility of electronic data processing; 


i.) 


Analysis of Methods employed in planning an EDP system; 


3. Analysis and evaluation of Integrated Data Processing; 
4. Effects of EDP on internal control; 

5. Implementation of internal control; 

6. Effect of EDP on audit trail arrangements; 

7. Significance of a computer for the audit; 


8. Impact on the auditor. 
The principal features of the discussions during the course were 
the points of similarity and difference between European and 
American solutions of EDP problems. 
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Recent Library Acquisitions 


By Dorothy Kasman (New York Office) 


Amendments affecting wills, trusts and estates in New York, 1959. Personal 
Trust Dept., Chemical Bank New York Trust Co. 


American Institute of Certified Public Accountants. Accounting trends and 
techniques, 13th ed. 1959. 


American Management Association. The business man in politics, and other 
matters of top management concern. AMA Management Report No. 
37. 1959. 


American Society of Appraisers. Appraisal and valuation manual, Vol. 4. 1959. 


Barton, Walter E. Estate planning under the 1954 Code. Callaghan & Co. 
1959. 


Bock, Russell S. 1960 guidebook to California taxes, with special emphasis 
onrelationship to federal taxes, 11th ed. Commerce Clearing House. 1959. 


Brown, Robert G. Statistical forecasting for inventory control. McGraw- 
Hill. 1959. 


Business operations in France; a guide for American investors. Comite Franc- 
Dollar. April 1959. 


The corporation manual, 1960 ed., Vols. I, IT. United States Corporation Co. 
County and city data book, 1956. U.S. Government Printing Office. 1957. 


County business patterns, reporting units, employment, and taxable payrolls, 
by industry groups, under old-age and survivors insurance program. Parts 
1-11. U.S. Government Printing Office. 1958. 


Cramer, Harald. Mathematical methods of statistics. Princeton University 
Press. 1958. 


Data processing in the motor carrier industry; a research study. Vol. I: 
findings and conclusions; Vol. Il: equipment specifications (12/31/58). 
American Trucking Associations, Inc. and National Motor Freight Traffic 
Association, Inc. 1959. 


Data processing for savings and loan associations. Vol. 1: (dated August 
1959); Vol. 2: equipment specifications; Third Vol.: case history reprints 
from “Savings & Loan News.”” United States Savings & Loan League. 1959. 

Denney, Richard L. Connecticut taxation of corporations. The Bond Press, 


Inc., Hartford. 1959. 


Departmental merchandising and operating results of 1958 (1959 ed.). Con- 
trollers Congress, National Retail Merchants Association. 1959. 
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Recent Library Acquisitions 
Depreciation and taxes; symposium conducted by The Tax Institute, Novem- 
ber 20-21, 1958. The Tax Institute, Inc. 1959. 


Directory of companies filing annual reports with the Securities & Exchange 
Commission under the Securities & Exchange Act of 1934. Securities & 
Exchange Commission. 1959. 


Donnelly, A. S. Direct costing. Butterworths. 1956. 


Doris, Lillian, Ed. Corporate treasurer’s and controller's encyclopedia, Vols. 
I-IV. Prentice-Hall. 1958. 


Dun & Bradstreet million dollar directory, 1960. Dun & Bradstreet, Inc. 
The economic almanac, 1960. National Industrial Conference Board. 
Federal tax course, 1960. Commerce Clearing House. 1959. 


Financial reporting in Canada, 3rd ed. The Canadian Institute of Chartered 
Accountants. 1959. 


The function of management. The Canadian Institute of Chartered Account- 
ants. 1959. 


Gardner, Martin. The Scientific American book of mathematical puzzles and 
diversions. Simon & Shuster. 1959. 


Gilbert, Lewis D. and John J. 20th annual report of stockholder activities at 
corporation meetings during 1959. Lewis D. and John J. Gilbert. 


Grabbe, Eugene M.; Ramo, Simon; and Wooldridge, Dean E. Handbook of 
automation, computation and control, Vol. 2: computers and data proc- 
essing. Wiley. 1959. 

Grant, Eugene L. Principles of engineering economy, 3rd ed. Ronald. 1950. 

Gordon, Robert Aaron & Howell, James Edwin. Higher education for busi- 
ness. Columbia University. 1959. 

Harbrecht, Paul P. Pension funds and economic power. The Twentieth 


Century Fund. 1959. 


Industrial minerals and rocks (nonmetallics other than fuels), 3d ed. The 
American Institute of Mining, Metallurgical and Petroleum Engineers. 1960. 


Information please almanac, 1960. N. Y. Journal American edition. McGraw- 
Hill. 1959. 


International tax agreements, Vols. VIII, IX: world guide to international 
tax agreements. Department of Economic & Social Affairs, United Nations. 
1958. 


Investing and licensing conditions in 34 countries. Business International. 
November 1959. 


Kaltenborn, H. S.; Anderson, Samuel A., and Kaltenborn, Helen E. Basic 
mathematics. Ronald. 1958. 
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Nett, Roger and Hetzler, Stanley A. An introduction to electronic data proc- 
essing. The Free Press of Glencoe, Illinois. 1959. 


New horizons world guide; Pan American’s travel facts about 89 countries, 
8th rev. ed. Pan American World Airways. 1959-60. 


Newman, Benjamin. Auditing; a CPA review manual. Wiley. 1958. 


Poor’s register of directors and executives, United States and Canada, 1960. 
Standard & Poor’s Corporation. 

Poor’s register of directors and executives, United States and Canada, 1960, 
geographical index. Standard & Poor’s Corporation. 


The punched card data processing annual, Vol. 1: applications and reference 
guide. Gille Associates, Inc. 1959. 

Roberts, Sidney I.; Schultz, Samuel; and Mayer, Gerhard. Handbook of 
annotated forms for tax practice. Prentice-Hall. 1959. 


Smith, C. Aubrey, and Brock, Horace. Accounting for oil and gas producers; 
principles, procedures and controls. Prentice-Hall. 1959. 


Spencer, Milton H. and Siegelman, Louis. Managerial economics; decision 
making and forward planning. Richard D. Irwin. 1959. 


Spinelli, Nicola. Dizionario commerciale, Italiano-Inglese e Inglese-Italiano. 
S. Lattes & C., Torino. 1953. 


Strunk, William, Jr. The elements of style. Macmillan. 1959. 


Sundaram, V. S. The law of income-tax in India, 8th ed. The Madras Law 
Journal Office. 1959. 


Tasmania. Companies Act of 1959. D. E. Wilkinson, Acting Government 
Printer. 
Tax manual for Nassau County, Rockland County, Suffolk County, West- 
chester County, New York City. Compiled by Inter-County Title Guar- 
anty and Mortgage Company. No date. 


United States Code, 1958 edition. Vols. 6-9, Titles 27-49. U.S. Government 
Printing Office. 1959. 


The world almanac and book of facts, 1960. New York World Telegram & Sun. 
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Date 
Oct. 


bo 


to 


on 


or 


© 


13 


15 


16 


17 


19 


19 


20 


20 


21 


Speaker 


Kenneth P. Johnson, 
Pittsburgh 

John J. McCullough, 
Detroit 

Thomas J. Snowden, 
St. Louis 

G. W. Welsch, 
Dallas 

T. Hayes Anglea, 
Los Angeles 


James E. Meredith, Jr., 
Philadelphia 

J. Walker Voris, 
Los Angeles 


H. O. Reyburn, 
Tulsa 

George H. Kern, 
Chicago 

M. E. Richardson, 
New York 


Burton E. Lindgren, 
Rockford 

Norman E. Auerbach, 
New York 

Fred Boas, Jr., 
M.S.R. & C.D. 

Joseph E. Tansill, 
Chicago 


William R. Hindman, 
Louisville 


Paul S. Lovoi, 
Tulsa 

Louis H. Rappaport, 
New York 

Lambert H. Spronck, 
San Francisco 

G. W. Welsch, 
Dallas 

James E. Meredith, Jr., 
Philadelphia 

H. O. Reyburn, 
Tulsa 

Frank P. Smith, 
New York 

Norman E. Auerbach, 
New York 


Organization 


Pennsylvania Institute of C.P.A.s, 
Pittsburgh Chapter 
West Virginia Tax Institute 


N.A.A. St. Louis Chapter 


Abilene Life Underwriters Estate 
Planning Conference 

National Conference of Health 
and Welfare Plans Trustees and 
Administrators 

American Association of Hospital 
Accountants 

California Society of C.P.A.s, Los 
Angeles Chapter, Third Annual 
Systems Seminar 

American Association of 
Nurserymen 

Albany Park Lions Club 


Joint Meeting of Maryland 

Society of C.P.A.s and D. C. 
Institute of C.P.A.s 

Illinois Society of C.P.A.s, 
Northern Chapter 

University of Michigan, School of 
Business Administration 

N.A.A. Lancaster Chapter 


4ist Annual Meeting of Foundry 
Equipment Manufacturers 
Association Inc. 

Kentucky Society Management 
Services Study Course, 
Bellarmine College 

Tulsa Association of Air Condition- 
ing and Refrigeration Contractors 

Florida Society of C.P.A.s 


Institute of Newspaper Controllers 
and Finance Officers 

Texas Tech Annual Tax 
Conference 

N.A.A. Rockford Chapter 


N.A.A. Tulsa Chapter 
N.A.A. Cedar Rapids Chapter 


New York State Society of 
C.P.A.s 


Speaking Engagements 


Speaking Engagements 


Topic 
Technical Session 
The DuPont Case 
State and Local Taxes 


Income Tax Aspects of Estate 
Planning 
Investments and Reserves 


A C.P.A. Looks at Hospital 
Accounting 
Automatic Data Processing 


The New Tax Law 


What To Do When the Revenue 
Agent Calls 


Standards of Responsibility of 
C.P.A.s in Tax Practice 


Panel Discussion—Tax Problems 
of Closely Held Corporations 

Tax Practice in a Public 
Accounting Firm 

Streamlining Accounting Pro- 
cedures for Automation 

Panel Presentation—Tax Depre- 
ciation of Foundry Equipment 


Discussion Leader—Budgeting 


Tips on Taxes 

Filings for S.E.C. 

Preparing and Using Newspaper 
Financial Projections 

Subchapter S 

Organizing for Systems Study 

Tax Planning Is Tax Savings 

The Accountant and His 


Managerial Future 
Pension and Profit Sharing Plans 
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Date Speaker 
Oct. 
21 Raymond E. Graichen, 


Philadelphia 
Herman C. Heiser, 
M.S. R. & C. D. 
William J. Holland, 
Philadelphia 
J. Wesley Huss, 
San Francisco 
James E. Meredith, Jr., 
Philadelphia 
Felix Kaufman, 
M.S.R.&C. D. 


27 ~Bill Goodner, 
Birmingham 
28 Joseph F.McCarthy,ZJr., 
Pittsburgh 
Nov 
2 Louis S. Sorbo, 
Louisville 


5 John J. O'Donnell, Jr., 
New York 


6 J. Wesley Huss, 
San Francisco 


10 Joseph E. Tansill, 
Chicago 

12 Raymond E. Graichen, 
Philadelphia 

12 Robert S. Haas, 
Philadelphia 

12 Frank P. Smith, 
New York 

12 Herman Stuetzer, Jr., 
Boston 

12 Arthur Yaspan, 


M.S. R. & C. D. 
Harold W. Glore, 
Louisville 
Fred G. Herr, 
M.S. R. & C. D. 
Robert L. Jessee, 
San Francisco 


M. E. Richardson, 
New York 
16 Fred G. Herr, 
M.S. R. & C. D. 
Felix Kaufman, 
M.S. R. & C. D. 
John J. O’Donnell, Jr., 
New York 


16 


16 
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Organization 


Tax Executives Institute, Inc. 
N.A.A. Brooklyn Chapter 


Berks County Industrial and Time 
Study Engineers 

California Society of C.P.A.s, San 
Joaquin Chapter 

N.A.A. Lehigh Valley Chapter, 
Allentown 

N.A.A. Detroit Chapter 


Alabama Association of Public 
Accountants 


University of Pittsburgh 


Kentucky Society—Management 
Services Study Course, 
Bellarmine College 

N. Y. State Society of C.P.A.s 


Nevada Society of C.P.A.s 
Annual Meeting 

N.A.A. Lake Superior Chapter, 
Duluth 

Pennsylvania Institute of C.P.A.s, 
Philadelphia Chapter 

Pennsylvania Institute of C.P.A.s, 
Philadelphia Chapter 

West Virginia University 


New York University Institute on 
Federal Taxation 


Cowles Foundation Management 
Seminar, Yale University 

Kentucky Society Institute on 
Accounting 

A.M.A., New York 


California Society of C.P.A.s 
10th Annual Tax Accountants 
Conference 

California Society of C.P.A.s 
10th Annual Tax Accountants 
Conference 

Business Electronics Roundtable, 
New York 

Business Electronics Roundtable, 
New York 

New York University Graduate 


School of Business Administration 


Topic 
Accounting Method Changes 
Integrated Data Processing 
Production Control 


Legislative Program in 
California 
Direct Costing 


Organizational Problems in the 
Processing of Data 


Tax Option Corporations 


Case Studies in Standard Costs 


Fringe Benefits 


Punched Card Accounting and Its 
Auditing Applications 
A Report from the American 
Institute 


Recent Developments in State 
Taxation 


The Tax Function in Public 
Accounting 


Moderator of Panel Discussion 
Trends in Accounting Education 


Valuing Business Interests of a 
Decedent—The Implications of 
Rev. Rul. 59-60 


Inventory Policies 
Chairman of Session 
Ultimate in Production Control 


Panel Member—Problems Arising 
on the Preparation of Fiduciary 
Income Tax Returns 


Recent Developments in Federal 
Income Taxation 


The Production Control 
Application 
Outside Views of E.D.P. 


Accounting Machinery 


Date 


Speaker 


Nov. 


17 


4a 


17 


17 


18 


18 


19 


19 


19 


19 


20 


20 


24 


Philip L. Defliese, 
New York 

J. Paul Finnegan, 
Boston 

Robert L. Jessee, 
San Francisco 


William H. Lundquist, 
Philadelphia 

James E. Meredith, Jr., 
Philadelphia 

Edward P. Mullen, 
Philadelphia 

M. E. Richardson, 
New York 

Donald E. Beattie, 
Dallas 

William B. Keast, 
Philadelphia 


Stanley E. Walker, 
Cincinnati 

Dr. Tibor Fabian, 

Herman C. Heiser, 

Felix Kaufman, 
M.S. R. & C. D. 

Kenneth J. Mutzel, 
Philadelphia 

James Neely, Jr., 
Boston 


Herman Stuetzer, Jr., 
Boston 


James P. Colleran, 
Cleveland 

Edward F.Habermehl, 
Philadelphia 


Ralph P. Kulzer, 
Pittsburgh 

Paul D. Yager, 
Washington 

H. O. Reyburn, 
Tulsa 

Howard L. Swiger, 
Rockford 

Dr. Tibor Fabian, 
M.S. R. & C. D. 

J. Paul Finnegan, 
Herman Stuetzer, Jr., 
Boston 


Organization 


North Carolina Association of 
C.P.A.s 


Massachusetts Society of C.P.A.s 


California Society of C.P.A.s 
10th Annual Tax Accounting 
Conference 

N.A.A. North Pennsylvania 
Chapter, Norristown 

N.A.A. Omaha Chapter 


N.A.A. North Pennsylvania 
Chapter, Norristown 

California Society of C.P.A.s 10th 
Annual Tax Accounting Conf. 

N.A.A. Dallas Chapter, Discussion 
Forum 


Pennsylvania Institute of C.P.A.s, 
Philadelphia Chapter, for 
students at IBM Corporation 

Mt. Healthy High School 


N.A.A., Trenton Chapter 


Pennsylvania Insitute of C.P.A.s, 
Philadelphia Chapter 

National Machine Accountants 

Assoc. Pine Tree State Chapter, 
Portland 


University of Rhode Island Tax 
Institute 


Toledo University Tax Institute 


Pennsylvania Institute of C.P.A.s, 
Philadelphia Chapter 


Tenth Annual Accounting Sym- 
posium, Duquesne University 

13th Annual Tax Clinic, 
University of Alabama 

Tulsa University 


Rockford Board of Education class 
in small business management 


1.A.T.A., Miami, Florida 


Massachusetts Society of C.P.A.s 


Speaking Engagements 
Topic 


Internal Control and Its 
Significance in Audiing 
Recent Developments in the Mass- 
achusetts Corporation Excise 
Panel Member—Problems Arising 
on the Preparation of Fiduciary 
Income Tax Returns 
Coordinating Responsibility to 
Effect Inventory Control 
Direct Costing 





Inventory Valuation 


Recent Developments in Federal 
Income Taxation 

Direct Costing—A Tool of 
Management 

Auditing of Punched Card and 
Electronic Data Processing 
Systems 





Panel Member—Vocational 
Guidance Conference 

Electronic Data Processing and 
Operations Research for Top 
Executives 


Subchapter S Capitalization and 
Thin Corporations 


Building Accounting Controls and 
Audit Trails into Data Process- 
ing Systems 

Personal or Business—Recent De- 
velopments re Deductible Ex- 
penses of the Employed and 
Self Employed 

Subchapter S Corporations 


Panel Discussion — Pennsylvania 
Corporate Taxes and the Manu- 
facturer’s Exemption 


Expansion of the Profession 

Subchapter S—Blessing or Bane 

Specialized Practice—Taxation 

Financial Planning for Small 
Business 


Case Studies in OR 


Panel Discussion—Massachusetts 
Corporation Excise 


109 








LYBRAND JOURNAL 


Date 


Speaker 


Nov. 


24 


24 
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Jerome Y. Halperin, 
Detroit 

Felix Kaufman, 
M.S. R. & C. D. 

George H. Kern, 
Chicago 


Raymond E. Graichen, 
Philadelphia 

George H. Kern, 
Chicago 

J. Paul Finnegan, 
Boston 

Philip J. Taylor, 
Philadelphia 

Joseph J. Hyde, 
San Francisco 


Robert L. Jessee, 
San Francisco 


Kenneth P. Johnson, 
Pittsburgh 


Philip J. Taylor, 
Philadelphia 

H. Martin Westfall, 
Pittsburgh 

Eldin H. Glanz, 
Detroit 

M. E. Richardson, 
New York 

Joseph E. Tansill, 
Chicago 

G. W. Welsch, 
Dallas 

Paul D. Yager, 
Washington 

Dr. Tibor Fabian, 

Herman C. Heiser, 

Felix Kaufman, 
M.S. R. & C. D. 


Raymond E. Graichen, 


Philadelphia 
William B. Keast, 
Philadelphia 
Carlin P. Oliphant, 
St. Louis 
Philip J. Taylor, 
Philadelphia 
Leo V. Tinkham, 
Chicago 


Organization 


Wayne State University Material 
Management Center 
1.A.T.A., Miami, Florida 


Ravenswood Lions Club 


Pennsylvania Institute of C.P.A.s, 
Philadelphia Chapter 
Lawndale Lions Club 


Massachusetts Society of C.P.A.s 
LaSalle College 


San Francisco Chamber of Com- 
merce and California Society of 
C.P.A.s, Income Tax Conference 


San Francisco Chamber of Com- 
merce and California Society of 
C.P.A.s, Income Tax Conference 

Duquesne University 


Villanova University 
West Virginia University 
Michigan Association of C.P.A.s 


Second Annual Kentucky Institute 
on Federal Taxation 


Illinois Society of C.P.A.s 


South Plains Trust and Estate 
Council 

Second Annual Kentucky Institute 
on Federal Taxation 

A.M.A., Los Angeles 


A.M.A., New York 


Pennsylvania Institute of C.P.A.s, 
Philadelphia Chapter 

Systems & Procedures Association, 
St. Louis Chapter 

Germantown High School 


Annual State Meeting of the As- 
sociated General Contractors of 
Illinois 


Topic 
Taxation of Smaller Businesses 
Role of Computers in OR 


When Your Tax Return is 
Examined 


The C.P.A. 


When Your Income Tax Return Is 
Examined 

Panel Discussion—Estate Plan- 
ning Presentation 

Careers in Public Accounting 


Recent Changes in Federal Income 
Taxes—Legislation, Regula- 
tions, Court Decisions 

Corporate Tax Planning—Role of 
the Controller, C.P.A. and 
Attorney 

The Certified Public Accountant 
—Public Accounting and Man- 
agement Services 

Careers in Public Accounting 


Peculiarities in Auditing of Small 
Businesses 


Tax Highlights for 1959 


Professional Responsibility in Tax 
Practice 

State Taxation on Interstate 
Commerce 


Role of the Accountant in the Ad- 
ministration of an Estate 


Corporations Taxed as Partner- 
ships; A Second Look 


E.D.P. for Top Executives—Mod- 
ern Aids to Decision Making 


Tax Consequences of Mergers 
Acquisitions 

Career Opportunities in 
Accounting 


Panel Discussion—C.P.A. Looks 
at Systems 


Careers in Public Accounting 


Depreciation 


AX 


Ks 


Date Speaker 

Dec. 

9 Paul D. Yager, 
Washington 

10 C.H. Towns, 
New York 


11 J. Walker Voris, 
Los Angeles 


15 Dr. Tibor Fabian, 
M.S. R. & C. D. 
15 John J. Fox, 


Detroit 

15 Louis S. Sorbo, 
Louisville 

16 Norman E. Auerbach, 
New York 


16 Anthony P. Spagnol, 
Pittsburgh 

16 Robert S. Straith, 
Los Angeles 


17 Maurice B.T. Davies, 
Los Angeles 

17 G. W. Welsch, 
Dallas 

26 Francis A. Gallagher, 
Rockford 


Organization 


American University Tax Institute, 
1959, Washington 


N.A.A., Hagerstown Chapter 


California Society of C.P.A.s, San 
Francisco Chapter, Accounting 
Systems Conference 

University of Pennsylvania 


Systems and Procedures 
Association of America 


N.A.A., Louisville Chapter 


New York State Society of C.P.A.s, 
Mid-Hudson Chapter 


Pennsylvania State University 


Systems and Procedures Associ- 
ation, San Fernando Valley 
Chapter 

N.A.A. Pomona Valley Chapter 


N.A.A. Fort Worth Chapter 


Northern Illinois Chapter C.P.A.s, 


Northern Illinois Chapter C.L.U.s, 


Rockford Trust Officers, 


Winnebago County Bar Association 





Speaking Engagements 
Topic 


Recent Developments in Depre- 
ciation and Accounting Methods 
Profit Analysis for Profit 


A Completely Integrated System 
Using an Intercoupled Account- 
ing Machine 

Inventory Management and OR 


Forms of the Future 


Panel Member—Tax Aspects of 
Fringe Benefits 

Pension Profit Sharing and Other 
Deferred Compensation Ar- 
rangements 

Case Studies on Tax Effect 
Accounting 

Panel Discussion—The Systems 
Survey 


Planning for the Reduction of 
Costs 

Current Income Tax 
Developments 

Panel Discussion— Trusts and 
Their Practical Application in 
Estate Planning 
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Professional Society Assignments 


AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS 
The following partners and members of our staff are serving as members 


of council or on committees for the year 1959-60: 


Members of Council 
Elected Members 


Raymond G. Ankers. . . .. . . . New York 
Claude R. Giles wee ew ee 6. San Francisco 
Mark C. Walker . ma ob ol . Boston 

Harry C. Zug . ; ; . Philadelphia 


Member at Large 


George A. Hewitt . .. ... . . . Philadelphia 


Ex-Officio—Past President 


Alvin R. Jennings. . . . . . . New York 
Trial Board 

George A. Hewitt . 2 2 be ak Sa Philadelphia 

Coleburke Lyons . . . Se “Ge we 28 . Detroit 

Committees 

Accounting Principles Board — . .. . . . Alvin R. Jennings, New York 
Auditing Procedure. . & 3 »% . . Philip L. Defliese, New York 
Awards. . . a + Sem Bw o . . Coleburke Lyons, Detroit 
Bank hedition ; a ..... . . . J. Edward Burke, New York 
o ar (Relations With) . . 5a ~ % % John C. Potter, Detroit 

‘A.B. (Relations With) . . . . . . . R. Kirk Batzer, New York 
: conomics of Accounting Pr nition . . . . . Donald M. Russell 
Editorial Advisory Board . . . .. . . . J. Wesley Huss, San Francisco 
Electronic Accounting . . . Herman C. Heiser, New York 
Ethics (Professional) . . H. O. Reyburn, Tulsa 
Ethics of Tax Practice . . ‘ George A. Hewitt, Philadelphia 
Executive. . ; Alvin R. Jennings, New York 


Federal Taxation 
Subcommittee on Partnerships and Partners Philip Bardes, New York 
Subcommittee on Special Tax Problems 
(Chairman) . . ; eae: 2 . Herman Stuetzer, Jr., Boston 
Subcommittee on Administration, Proce- 


dure and Miscellaneous Taxes . . . . Paul D. Yager, Washington 
Subcommittee on Estate Planning . . Norman E. Auerbach, N. Y. 
Insurance Accounting ' Julian R. Maher, New York 
International Congress Mewsing Cc winilte) R. Kirk Batzer, New York 
International Relations . : .. . . . James J. Mahon, New York 
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Interstate Commerce Commission (Relations 


With)... .. si. sina s ss « GOR. Sehwemtser, Phtadeipnia 
Labor Union and Welfare Funds . . . . . Price G. Righter, Philadelphia 
Long-Range Tax Policy .. . . . . . . Mark E. Richardson, New York 
a ee er ear . Philip J. Taylor, Philadelphia 
National Defense ......... . . William T. Barnes, Washington 
Public Accountants (Cooperation With) . Claude R. Giles, San Francisco 
Public Affairs ....... ae . Harry C. Zug, Philadelphia 
Public Housing (Accounting for) . . . . . Harold C. Chinlund, Baltimore 
Public Utility (Chairman) .... . . . . Walter R. Staub, New York 
Securities Brokers and Dealers (Audits of) 

(Chairman) . . ....... . « George E. Doty, New York 
Staff Accountants. PRE areas ; . Alfred J. Krupka, New York 
Statistical Sampling (Chairman) . . . . . Thomas J. Cogan, New York 
Surety Companies (Cooperation With) . . Louis C. Moscarello, New York 
Trade Associations (Cooperation With) . . . J. Wesley Huss, San Francisco 
Uniform Accounting Provisions of State Cor- 

poration Laws Sr ae eo cae . Carl J. Simon, New York 
U.S. Chamber of Commerce . . . . . . Thomas J. Snowden, St. Louis 


Committees on Membership 


Policy Committee... ..... . . Robert L. Starks, Cleveland 

Illinois . eases ee . . Lawrence E. Frazee, Rockford 
Maryland . John A. Engel, Jr., Baltimore 
Ohio he cone: Ga, ty EOP She . Katherine E. Pfeifer, Cleveland 
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Notes 


INTERNATIONAL FIRM 


Correspondence to the Milan Office should be addressed as follows: 
Coopers & Lybrand A. G. 
Represented by 
Fidital-Istituto Fiduciario Italiano S.p.A. 
Corso Vittorio Emanuele 7/1 
Milan, Italy 
The new address of the Rotterdam Office is: 
Coolsingel 6 
Rotterdam 1 
Mr. Walter L. Schaffer is currently visiting the African offices 
of Coopers & Lybrand. 


BIRMINGHAM 


Mr. Frank H. Gafford has been admitted to membership in the 
A.I.C.P.A. 

Messrs. J. Richard Norton and Jimmy R. Shelby recently 
passed the C.P.A. examination. 


BOSTON 


Mr. J. Paul Finnegan served as Chairman of a Tax Dinner meet- 
ing of the Massachusetts Society of C.P.A.’s at the University 
Club on November 16. 

Mr. Robert 5. Lappin has passed the C.P.A. examination. 

Mr. Roderick K. Macleod represented the Office at the South 
Shore National Bank seminars on data processing at the Quincy 
Neighborhood Club. 

Mrs. Marion E. Matheson became a member of the Quarter 
Century Club of the Firm in December and was presented with a 
gold watch at the Quarter Century Club Luncheon. 


CHICAGO 


Mr. William R. Hindman has been transferred from Louisville to 
the Management Services Department of the Chicago Office. 
Effective April 1, he will assume the duties of Assistant Regional 
Director of the Central Region, Management Services. 

Mr. Murphy has been appointed a member of the Federal 
Revenue and Expenditures Committee, and the Governmental 
Affairs Advisory Committee, of the Chicago Association of Com- 
merce and Industry for 1959-1960. 
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Mr. Tansill has been appointed a member of the Committee 
on State and Local Taxation of the Illinois State Chamber of 
Commerce for 1959-1960. 

Mr. Tinkham has been appointed a member of the Federal 
Taxation Committee of the Illinois State Chamber of Commerce 
for 1959-1960. 

We report with deep regret the death of Miss Marion E. Ayres. 

Messrs. Gene Baroni, Edward J. Smith and Carlyle C. Wulff, 
Jr. passed the November C.P.A. examination. 


CINCINNATI 


Mr. Charles F. Meier successfully completed the November 
C.P.A. examination. 

CLEVELAND 
Mr. A. N. Volpe has been awarded a C.P.A. certificate and Mr. 
William C. Winold successfully completed the November C.P.A. 
examination. 


The Cleveland Partners are sponsoring a Junior Achievement 
Company. 


DALLAS 


Mr. Arthur has been appointed to the Board of Governors of the 
Brook Hollow Golf Club for 1960-1961, and is Chairman of the 
Fiscal Committee for 1960. He is also Team Captain for 1960 of 
the Park Cities Y.M.C.A. Sustaining Membership Drive. 

Mr. J. M. Conder is Secretary and a member of the Board of 
Trustees of the Zion Lutheran Church. 

Mr. Welsch is serving on the Committee on Citizenship and 
Government of the North Dallas Chamber of Commerce. 

DETROIT 
Mr. W. Sturgis Corbett has been transferred from New York to 
the audit staff of the Detroit Office. 

Mr. Frank R. Gilsdorf has been appointed Editor of The 
Catholic Accountant, the monthly publication of the Catholic 
Accountants’ Guild. 

Mr. John J. O'Donnell, Jr. has been transferred from New 
York to the Management Services Department of the Detroit 
Office. Effective April 1, he will assume the duties of the Regional 
Director of the Central Region, Management Services. 

The following members of the Detroit Office staff have success- 
fully completed the C.P.A. examination: 
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Lawrence R. Doyle Vincent J. Lico 
Ronald Hamburger David Mandell 
Warren G. Wintrub 
Messrs. Melvin Dutcher, James M. Guertin and Robert E. 
Wenner have completed requirements for the Certificate of 
Examination. 


HARTFORD 


Messrs. Donald R. Handville and Stanley N. Roseberry, Jr. have 
become members of the National Association of Accountants. 

Mr. Robert J. Smith has become a member of the Junior 
Chamber of Commerce of Torrington, Connecticut. 


LOS ANGELES 


Mr. Robert J. Borgmann is serving as Budget Officer of the Air 
Force Reserve, 452nd Troop Carrier Wing, Long Beach, Calif. 

Mr. Edwin B. Cassidy has been appointed a member of the 
Capital Projects Appeal Board of the County of Los Angeles. The 
function of the Board is to arbitrate differences of opinion between 
contractors and the County. 

Mr. Sherman L. Harper has been appointed a member of the 
Downtown Technical Discussion Group of the Los Angeles Chapter 
of the California Society of C.P.A.s for 1959-1960. 

Miss Madonna E. Newburg has become a member of the Los 
Angeles Chapter of the California Society of C.P.A.s. 

Mr. Gerald Roshwald has become a member of the Los Angeles 
Chapter of the California Society of C.P.A.s. 

The following members of the Los Angeles Office have success- 
fully completed the C.P.A. examination: 


Manuel J. Armendariz Edward R. Pasini 
Albert D. Brown Gerald R. Perlstein 
Carl M. Moser Paul Pike 


Pat Rossi, Jr. 
We report with deep regret the death of Mr. Albert Waxman. 
NEW YORK 

Mr. Campbell is now serving as Treasurer of the Phelps Memorial 
Hospital, North Tarrytown, N. Y. 

Mr. Carson is Chairman of the New York University Alumni 
Fund. 

Mr. Jennings has been appointed a member of the 30 Broad 


Street Advisory Board of the Chemical Bank New York Trust 
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Company, and is also on the Bank’s Finance Committee of the 
Committee for Economic Development. 

Mr. Moscarello has become a member of the Metropolitan 
Controllers Association. He is also a member of the Advisory 
Committee to the Standardization Committee of the Controllers 
Congress of National Retail Merchants Association. 

Mr. Frank P. Smith has been appointed a consultant to the 
A.L.C.P.A. Committee on Relations with Universities, and a mem- 
ber of the A.A.A. Committee to Study the Ford and Carnegie 
Foundation Reports. 

Mr. Sidney A. Stahlschmidt retired on December 31, 1959, 
after 42 years of service with the Firm. He was honored with 
luncheons given by partners and by associates of many years. We 
all wish Sid a long and happy retirement. 

Mr. Warren G. Wintrub has been transferred from Detroit to 
the Tax Department of the New York Office. 


PHILADELPHIA 


Mr. Burd has been reappointed a member of the Board of Trustees 
of Rider College for a three-year term. 

Mr. Leon Daniels has been elected Treasurer of the Llanerch 
Country Club, Llanerch, Pa. 

Mr. Graichen is Chairman of the Audit Committee of the Board 
of Trustees of Wayne Presbyterian Church, Wayne, Pa. He has 
also been elected to membership in the Seaview Country Club, 
Absecon, N. J. 

Mr. Harold G. Hunsberger has been elected Treasurer of the 
Lower Gwynedd Township School District, Springhouse, Pa., for 
1959-1960. 

Mr. William B. Keast has been elected Treasurer of the 
Aronimink Golf Club of Newton Square, Pa. 

Mr. Meredith has been elected a member of Alpha Phi Chapter 
of Beta Alpha Psi, Temple University. 

Mr. Mullen is serving as Division Chairman of the Cardinal’s 
Committee of the Laity—1960 Catholic Charities Appeal. 

We report with deep regret the death of James E. Witman, 
a valued member of our accounting staff for twenty-six years. 

The following members of the Philadelphia staff have passed 
the C.P.A. examination: 

Jerome J. Lane James C. Meehan 


Joseph V. O’Donnell Raymond C. Terry 








LYBRAND JOURNAL 


PITTSBURGH 
The following members of the Pittsburgh staff have passed the 
C.P.A. examination: 
Walter J. Joyce 
Jerry D. Sullivan 
Mr. James E. Montgomery is to receive an engraved certificate 
for being one of the two individuals who attained the highest 
grades in the May, 1959 C.P.A. examination. The award will be 
presented at the annual meeting of the Pennsylvania Institute. 


PORTLAND 


Mr. Robert L. Bergner has passed the C.P.A. examination. 


ROCKFORD 


Various members of the Rockford Office are serving on Committees 
of the Rockford Chamber of Commerce as follows: 


Board of Directors . Lawrence E. Frazee 
Finance . . oe Robert W. Myers, Chairman 
Membership . . Robert W. Myers 

National Affairs . Robert W. Myers 


Edward J. Rudnicki 
Social Security & Unemployment 
Compensation J. Warren Rowland 
(Lawrence E. Frazee 
Taxation .{ Francis A. Gallagher 
| Burton E. Lindgren 
Mr. Rowland is also serving on the Finance Committee and 
Pancake Day Committee of the Kiwanis Club of Rockford. 
Mr. Donald C. Messner has completed the requirements for 
the C.P.A. certificate. 
TULSA 
Mr. Reyburn has been appointed Chairman of the Program Com- 
mittee of the Oklahoma State Society annual meeting in June. He 
has also been appointed a member of the Panel of Institute 
Speakers by the A.I.C.P.A. 
The following members of the Tulsa staff have passed the 
C.P.A. examination: 


Don R. Freeman 
Jack A. Sharp, Jr. 
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Coopers & Lybrand 


International Offices 


UNIfCED KINGDOM 


London 
Birmingham 
Glasgow 
Leicester 
Liverpool 
Manchester 
Sheffield 


BELGIUM 


Antwerp 
Brussels 


FRANCE 
Paris 


GERMANY 


Berlin 

Cologne 

Frankfurt Am Main 
Hamburg 

Karlsruhe 

Munich 

Pirmasens 
Saarbriicken 
Stuttgart 


HOLLAND 
Rotterdam 


ITALY 
Milan 


SWITZERLAND 


Basel 
Geneva 
Lausanne 
Zurich 


CANADA 
Calgary 
Charlottetown 
Edmonton 
Halifax 
Hamilton 
Kitchener 
Montreal 
Ottawa 
Quebec 
Rimouski 
Saint John 
Sherbrooke 
Toronto 
Vancouver 
Winnipeg 


MEXICO 
Mexico City 


CENTRAL AFRICA 


Bancroft 
Bulawayo 


CENTRAL AFRICA—Cont. 


Chingola 
Fort Victoria 
Gwelo 

Kitwe 
Lusaka 
Ndola 
Salisbury 


EAST AFRICA 


Arusha 

Dar Es Salaam 
Jinja 

Kampala 
Mombasa 
Moshi 

Mwanza 
Nairobi 


UNION OF SOUTH AFRICA 


Cape Town 
Durban 

East London 
Johannesburg 
Port Elizabeth 
Vanderbijlpark 
Virginia 
Windhoek 


WEST AFRICA 


Accra 
Lagos 


BELGIAN CONGO 
Elisabethville 


IRAN 
Teheran 


MALAYA 
Kuala Lumpur 


SINGAPORE 
Singapore 


AUSTRALIA 


Adelaide 
Brisbane 
Canberra 
Melbourne 
Newcastle 
Perth 
Sydney 
Wollongong 


NEW ZEALAND 


Auckland 
Christchurch 
Dunedin 


Palmerston North 


Wellington 








Lybrand, Ross Bros. & Montgomery 


Cities 
BALTIMORE 2 
BIRMINGHAM 3 
Boston 10 
CHICAGO 4 
CINCINNATI 2 
CLEVELAND 14 
DALLAS 2 
DETROIT 26 
HARTFORD 3 


HousTon 2 


Los ANGELEs 13 . 


LOUISVILLE 2 
NEw YorK 4 
PHILADELPHIA 2 
PITTSBURGH 22 
PORTLAND 4 
ROCKFORD 
Saint Louis 1 . 
SAN FRANCISCO 4 
SEATTLE 1 . 
TULSA 3 


WASHINGTON 5 


Offices 


Addresses 
First National Bank Building 
First National Building 
80 Federal Street 
Board of Trade Building 
Carew Tower 
Union Commerce Building 
First National Bank Building 
Book Building 
37 Lewis Street 
1114 Texas Avenue 
510 South Spring Street 
Heyburn Building 
Two Broadway 
Packard Building 
Oliver Building 
Executive Building 
119 North Church Street 
411 North Seventh Street 
100 Bush Street 
Skinner Building 
Philtower Building 


Investment Building 





Lybrand, Ross Bros. & Montgomery 


WILiiaM M. LyBRAND 


CLARENCE H. AHSLER . 
Rosert L. AIKEN 

J. F. Sruart ARTHUR . 
J. K. S. ARTHUR 
NorMAN E. AUERBACH 
PHILip BARDES 

R. Kirk BaTzER 
HERMON F. BELL . 
JoHN R. BERTHCUD 
Norman A. Bouz 
JosEPH W. BowER 
HERBERT G. BOWLES 
Lou1rE M. BRADLEY 
RoGeEr F. Burp 

J. EDWARD BuRKE 
HILtTon R. CAMPBELL 
Epwarp G. CARSON 
Haro_tp C. CHINLUND . 
CLIFFORD J. CopDE 
ReEpD L. COLEGROVE 
JAMES P. COLLERAN 
W. Homer CONKLING 
WILLIAM P. CroucH 
Puti.tie L. DEFLIESE 
Frep C. DENNIS 
ALFRED T. DENT 
GEORGE E. Dory 
Henry C. ELFEers 
RIcHARD T. FARRAND . 
Henry B. FERNALD 
JOHN J. Fox 
LAWRENCE FE. FRAZEE 


Francis A. GALLAGHER . 


JAMES E. GELBERT 
CLAUDE R. GILES 
Haro_p W. GLOoRE 
FRANK L. GOFRANK . 
RAYMOND E. GRAICHEN 
CLARENCE R. Haas 
JoEL D. HARVEY 
HERMAN C. HEISER . 
GerorGE A. HEwiIrtTr . 
Epwarp W. HIGBEE 
ALBERT E. HUNTER . 
J. WEsLEY Huss 
ALVIN R. JENNINGS 
GEORGE R. KEasT 


CHRISTOPHER H. KNOLL . 


Ra.pu P. KuLZER 
JOHN LEIGHTON 
RosBert M. LENG 
NorMAN J. LENHART 


PARTNERS 

T. Epwarp Ross 
. New York COLEBURKE LYONS Detroit 
Seattle JULIAN R. MAHER . New York 
. Dallas JAMES J. MAHON . New York 
Dallas WILiiaM F. Marsu Pittsburgh 
. New York JOHN McCuLLouGu . Detroit 
. New York THomas W. McKIBBEN Tulsa 
. New York JAMES E. MEREDITH, JR. Philadelphia 
New York Homer L. MILLER Chicago 
Hartford SAMUEL F. Mrranpy . New York 
Detroit JoHN L. Moneta . Philadelphia 
. Pittsburgh Harry W. Moore Los Angeles 
Los Angeles Louis C. MoscaRELLO . New York 
Los Angeles Epwarp P. MULLEN Philadelphia 
Philadelphia Fray L. Murpny . Chicago 
. New York RoBertT W. Myers Rockford 
. New York EpwIn P. Nok Lt . Cleveland 
New York JOHN C. PADGETT Cleveland 
Baltimore CHARLES A. PEARSON Los Angeles 
: Detroit X3LENN O. PETTY Philadelphia 
New York JOHN C. PoTTrER Detroit 
Cleveland Epwarp J. PREMO : Detroit 
. New York WILiiaM W. RaGspDALE, JR. Birmingham 
. Houston Louts H. RAPPAPORT New York 
New York Haro_p O. REYBURN Tulsa 
. Cincinnati Mark E. RICHARDSON New York 
; Chicago Price G. RIGHTER Philadelphia 
. New York DonaLp M. RussELL : Detroit 
New York RicHARD W. RuSSELL Los Angeles 
Philadelphia WALTER L. SCHAFFER New York 
New York DonaLp W. ScHROEDER San Francisco 
Detroit GuSTAVE F. ScHWEITzER Philadelphia 
Rockford Car. J. SIMON . . New York 
Rockford PRIOR SINCLAIR New York 
Pittsburgh Tuomas J. SNOWDEN Saint Louis 
San Francisco EpmMuND A. STAUB New York 
Louisville WALTER R. STauB New York 
; Detroit Harry H. STEINMEYER Philadelphia 
Phiiadelphia HERMAN STUETZER, JR. Boston 
Philadelphia JOSEPH E. TANSILL Chicago 
Boston ConrapD B. TAYLOR . . New York 
New York Pui.ip J. TAYLOR Philadelphia 
Philadelphia ALBERT P TEETZEL Detroit 
Boston Leo V. TINKHAM Chicago 
‘ Boston CHARLES H. Towns New York 
San Francisco GLENN E. WABEL . Chicago 
New York Mark C. WALKER Boston 
San Francisco RoBeErtT S. WARNER Los Angeles 
. New York WiLuis K. WATERFIELD Cincinnati 
. Pittsburgh XODFREY W. WELSCH . Dallas 
New York Pau. M. WHITMAN Cincinnati 
New York Paut D. YAGER Washington 
. New York Harry C. Zuc . Philadelphia 
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